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HANG SENG BANK
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Corporate Profile

Hang Seng Bank, whose name in Chinese means ‘ever-growing’, is the second-
largest listed bank in the Hong Kong Special Administrative Region by market
capitalisation (HK$195 billion at 31 December 2003). It serves more than one-third

of the territory’s population.

The Bank, whose business focus is Hong Kong and mainland China,
is committed to increasing shareholder value and satisfying customer needs.
It provides a comprehensive product range supported by premium services and

advanced technology.
In 2003, Hang Seng celebrated its 70th anniversary.

Hang Seng is a principal member of the HSBC Group, one of the world's largest

banking and financial services organisations. Its shares are also traded in London and

it offers investors in the United States a Sponsored Level-1 American Depositary

Receipts Programme through the Bank of New York.




EEGR Results in Brief o 29

} 2003 2002 Change

| EHITR*

: restated™
2FER | For the year HK$M HKSM %
?D%ﬁﬁﬁﬁﬁZ%%ﬁéﬂ Operating profit before provisions 11,475 11,255 2.0
R Operating profit 10,683 10,684 -
FRAR AT F i Profit before tax 11,137 11,242 -0.9
RRIER 2 HEF 3 Attributable profit 9,539 9,920 -3.8
R | Per share HKS HKS %
BREF) Earnings per share 4.99 5.19 -3.9
SRR Dividends per share 4.90 5.40% -9.3
RELA ‘ At year-end HKS$M HK$M %
BRES Shareholders’ funds 39,641 43,085 -8.0
wEE | Total assets 502,959 474,654 6.0
= Ratios % %
2ELE For the year
FHBREEsEEE Return on average shareholders’ funds 23.4 23.1
N PN A ! Costiincome ratio 25.4 25.4
FHARBESLE | Average liquidity ratio 46.2 44.4

|
RELEH At year-end
%@ﬁ$th$ﬁ | Total capital ratio® 13.2 14.2
E—HERE 3 Tier 1 capital ratio” 11.3 11.9

\

*:ggiizg?ﬁi'ﬁﬁ%ﬁ? *Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement of
HEE @‘Efgiﬁigﬁ//%‘ﬂiﬁf Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of which are set
(1627) [FIFEH B/ HEFFIT>  outin note 2 "Change in accounting policy” on page 109.

HENRE—ETAEZH 2
[EHHEZE#GIET

# BERFFHREGRELT A #including special interim dividend of HK$0.50 per share.

+ B EERBEEBSHEES +The capital ratios take into account market risks in accordance with the relevant Hong Kong
ZEERERFMATEESIFI R Monetary Authority guideline under the Supervisory Policy Manual.
RS- ‘
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Five-year Financial Summary

1999 2000 2001 2002 2003
EFFR*
restated®
2FL£E For the year HK$BN HK$BN HKS$BN HK$BN HKS$BN
SRR Operating profit 9.6 11.3 111 10.7 10.7
BRI AT A A Profit before tax 9.8 11.7 11.5 11.2 11.1
IR 1 2 A Attributable profit 8.3 10.0 10.1 9.9 9.5
RELR At year-end HK$BN HK$BN HK$BN HK$BN HKSBN
BEES Shareholders’ funds 44.4 459 451 43.1 39.6
B Issued and paid up capital 9.6 9.6 9.6 9.6 9.6
BEE Total assets 4421 500.8 4748 4747 503.0
St Per share HK$ HKS HK$ HKS$ HKS
SREF Earnings per share 4.35 5.24 5.29 5.19 4,99
BRERE Dividends per share 8.20# 4.80 4.90 5.40% 4.90
= Ratios % % % % %
BREEFHREESEIRE Post-tax return on average
shareholders’ funds 17.1 227 23.0 23.1 23.4
BRERT9REEREE Post-tax return on average
total assets 1.9 2.1 2.1 2.1 2.0
BALLE Capital ratios
- @ s’ - Total ratio” 17.3 15.3 15.3 14.2 13.2
-E-Hpx - Tier 1 ratio” 13.3 11.9 12.3 11.9 1.3
ZRERA L = Cost:income ratio 25.3 244 26.3 254 25.4

P CERECF2ETRT BXR
REBSTEHLUNE T -5 (18
5) [FIEHE MEHIT -F1E
SIRE—BENAZHFH2[ &5

BEZEHIET-

# BRE_FF_FRFPHREE
BREEDA (—NNANE BRE

BT —f) .

t EARFORBEECHEER
ZEERRFMAFBESER

G-

£
Results

BEHET
HK$BN

. /(\/7
>

8‘,,,/
6L, . -
al :

R R

BEBE AT )

99 00 01 02 03
U mesmmnig > sm)
Attributable Profit

= BFEuM
Operating Profit

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement of
Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of which are set
out in note 2 “Change in accounting policy” on page 109.

# Including special interim dividend of HK$0.50 per share for 2002 (1999: HK$4.10 per share).

t The capital ratios take into account market risks in accordance with the relevant Hong Kong
Monetary Authority guideline under the Supervisory Policy Manual.
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Chairman’s Statement|

I am pleased to report tﬂﬂat from 1 January 1999 until

31 December 2003, Harj\g Seng exceeded its Managing for
Value target of doubling: shareholder value. A total return
of 106.3% was achievecH for shareholders, as measured by

\
share price appreciation\and reinvested dividends.
|

This was substantially higher than the average return of
46.2% recorded by Har\b Seng Index constituents over the

same period. |

In absolute terms, our tétal shareholder value increased by

HK$140.7 billion in the jfive-year period.

2003 was also a year Wl'ﬁen we made substantial progress in
our target of becoming Ea major foreign bank in mainland
China. In a milestone de:velopment, we signed an agreement
in December to acquire,isubject to regulatory approval,
15.98% of Industrial Bahk Co Ltd’s enlarged capital for a

consideration of RMB],,E726 million in cash.
\

With this transaction, H?ng Seng will be the largest foreign
investor in a Mainland biank both in terms of invested
capital and percentage (!)f shareholding. Hang Seng will also
be the first foreign bankl. to acquire more than 15% of a

Mainland bank. :

Qur strategic partnershib with Industrial Bank, which has

a nationwide network o}f over 240 outlets, will significantly

increase opportunities to build our business in the Mainland.
|

On 3 March 2003, Hand Seng celebrated its 70th anniversary.
The anniversary tagline L 70 Years of Excellence - highlights
the Bank’s commitment}to exceed the expectations of its

stakeholders and excel ib its operations.
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| take this opportunity to thank shareholders, customers, L
colleagues and all those who have helped make the Bank
the success it is today. Their solid support and firm

confidence in Hang Seng have allowed the Bank to grow

from strength to strength.

Results Overview

Hang Seng remained resilient in a year affected by SARS.
Attributable profit for 2003, at HK3$9,539 million, was
3.8% lower than the previous year. However, if the increase

in the profits tax rate for the year and a large release in

general provisions in 2002 were excluded, attributable

profit would increase by 0.7%.

Earnings per share of HK$4.99 were 3.9% lower. Qur
return on average shareholders’ funds in 2003 was a record

23.4%, compared with 23.1% in the previous year.

In view of the Bank’s strong balance sheet and sound
business fundamentals, the Directors have declared a third
interim dividend of HK$1.80 per share, payable on

25 March 2004. This follows the move to a programme of
quarterly dividends from 2004, in recognition

of the increasing importance of dividend flows to our

shareholders.

The third interim dividend will take the total distribution for
2003 to HK$4.90 per share, compared with HK$5.40 per
share for 2002. The 2002 dividend distribution included a
special dividend of HK$0.50 per share on the occasion of

the Bank's 70th anniversary.

The total dividends for 2003 represent 98% of the
attributable profit for the year.



Our thanks go to...

our shareholders for whom we are creating j . * ‘\ﬁ

|
superior value in return for their trust in us. i \
The total shareholder return in the five years to 2003 i |
was 106.3%, or HK$140.7 biilion. ,: . ; ‘ fz . ;\ \ - ‘
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Our thanks go to...

our dedicated az{ad professional staff

whose service excellence helps us meet rising

customer expectations “and delivers our success.




Chairman’s Statement continved

Future Outlook

Given the improvement in sentiment and external demand,
the economic recovery in Hong Kong is expected to accelerate
in 2004. However, structural problems such as the fiscal
deficit and unemployment still need to be resolved for the

economy to achieve sustained growth in future.

Hang Seng is cautiously optimistic about prospects for 2004.
Although the economy is improving and the government

is facilitating the economic convergence of Hong Kong and
mainland China, operating conditions will remain difficult.
The banking sector is facing the challenges of rising customer

expectations, subdued credit and depressed margins.

We shall continue to enhance shareholder value, step up
efforts to help our customers realise their wealth
management aspirations, create an environment where staff

can thrive and share our gains with the communities we serve.

We serve more than one-third of Hong Kong's population.
As their preferred partner, Hang Seng will continue to deepen
relationships with them and launch innovative products

and services.

To help customers capture business opportunities arising from
tHe Mainland/Hong Kong Closer Economic Partnership
Arrangement (CEPA), we are expanding services in the rapidly
growing Pearl River Delta and economically vibrant Yangtze

River Delta.

Qur staff are the source of our strength and we thank
them for their commitment and dedication in a year full of

challenges.

Compensation strategies allow staff who perform strongly
to be recognised. In March, a performance-based variable
bonus was paid. During the year, awards were also

made to staff under the relevant HSBC Group share plans.
In addition, eligible employees subscribed to the HSBC

Holdings savings-related share option plan.

| wish to express my sincere appreciation to my fellow
Directors for their wise counsel. Mr Simon Penney resigned
as a Director with effect from 23 April following his

new appointment at HSBC North America. We thank him
for his valuable contribution. Mr Simon Glass, Chief
Financial Officer of The Hongkong and Shanghai Banking
Corporation Limited, joined the Board on 22 May.

As a financially-strong, forward-looking bank focused on
Hong Kong and mainland China, Hang Seng has developed
a trusted brand. We shall continue to strive for high
standards of excellence in everything we do to create value
for our stakeholders, sustain profitability and enhance our

market position.

In the next five years from 2004 to 2008, the Bank will be
guided by our new strategy to achieve strong competitive
growth in earnings per share and operating efficiency in

terms of the costiincome ratio.

/
David Eldon

Chairman

Hong Kong, 1 March 2004
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Major Milestones 2003

Jan  HSI Services Limited, a wholly owned subsidiary, Oct  Personalised banking services are offered to
launches the Hanig Seng Freefloat Prime Series, prospective investor immigrants under the
comprising three lnew indexes. government’s Capital Investment Entrant Scheme.

Mar Hang Seng Bank %:elebrates its 70th anniversary on Hang Seng Bank opens its first Mainland sub-branch
3 March. \ on Huai Hai Zhong Road in Puxi, Shanghai.

May A HKS375 miflion backage of measures to provide Guangzhou branch commences renminbi services.

|
financial relief to individuals and businesses affected ‘ 4

1 Shenzhen branch receives approval from the China
by SARS and to promote local consumption is ) o _

i Banking Regulatory Commission to operate renminbi
introduced. ‘

! services.

Jun  Leisure Class, a néw service which offers retirees and S

\ Nov A second interim dividend of HK$1.00 per share
those who are planning to retire comprehensive i . _

! is announced in respect of the year ending
wealth management services and a host of leisure _

Lo 31 December 2003, following an announcement of
activities and benefits, is launched.

; a move towards quarterly dividends starting in 2004.

Jui  Thee-Fund Supeﬁmarket is launched to provide .

| Dec The Hang Seng H-Share Index ETF, the first exchange
customers with comprehensive one-stop online .

‘ traded fund tracking the Hang Seng China
investment fund services. ‘ o

! Enterprises Index, is listed on the Stock Exchange of

Aug Hang Seng Bank Japens its fifth Mainland branch in Hong Kong.

Nanjing. | ‘ .

| Hang Seng Bank signs an agreement to acquire

Sep The Integrated BQsiness Solutions Account, which 15.98% of Industrial Bank Co Ltd's enlarged capital
offers small and medium-sized enterprises one-stop for a total consideration of RMB1,726 million in
financial services tjo facilitate their business growth, cash, subject to regulatory and shareholder approval.

|
is introduced. |
! The Bank achieves a total return of 106.3% for
HSI Services Limited, a wholly owned subsidiary, shareholders from 1999 until 31 December 2003.
starts to provide the index turnover for the Hang
|
Seng family of Indexes. S EEREA +E
| g Hang Seng Bank celebrates its
i 5: ' 70th anniversary on 3 March 2003.
' [=}
| :
>
R
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Our Network

Besides Hong Kong, our business focus is on mainland China,
where we are rapidly growing. Our network in the Mainland
has increased to five branches, a sub-branch and five
representative offices, spanning seven cities. Qur strategic
partnership with Industrial Bank Co Ltd will significantly

expand opportunities to grow our business in the Mainland.

RN

J— - e e

e b e 2 e

Shenghal Sub-Brandn

i
4
!

[Hl@@@ 5@@@%@ L@

Shengiha! Represcrtative Office

‘Taipei’Repr'e"sentétive Office

epresentative Otfice

yHinvestment Management Ltd |
henzhen | mmm- fice .|
pHongKong e e—

60 branches and gutomated banking centres |

b0 Prestige Banking Centres

412 ATMs
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Chief Executive’s Repoirt

Hang Seng’s strong focujs on customer service, operational
- i .
efficiency and prudent management allowed it to create

value consistently in 200}3.
|

As more customers turned to our broad range of personal
financial services products, non-interest income rose
to more than cne-third Qf total operating income for the

first time. ;

|

|
We increased efforts to pi)rovide one-stop solutions in our
commercial banking busi;ness. We serve more than one-
third of Hong Kong'’s sméll and medium-sized enterprises
(SMEs), the cornerstone jof the local economy. Lending to

this group increased by 313.7% during the year.

|
Our market share rose inj deposits, advances to customers,

trade finance and residential mortgages.
|

Total assets rose by 6.0% to a record HK$503.0 billion.
Total funds under manaéement grew by 42.5% to HK$57.9
billion at the year-end. |

|
In mainland China, we rﬁade strong inroads in expanding
our network and capabi\ities in the rapidly growing Pear|
River Delta and economijcal)y vibrant Yangtze River Delta.
The announced deal to dcquire 15.98% of Industrial Bank
Co Ltd's enlarged capitaliis part of our plan to grow

through partnerships as \;Nel\ as organically in the Mainland.
\

In recognition of its man:agement quality, Hang Seng was

named the Best Domestijc Commercial Bank by Asiamoney

and The Asset magazine?s‘

54 ‘

Financial Highlights
The banking sector continued to face the challenges of
rising customer expectations, subdued credit and depressed

margins in 2003.

Against this backdrop, operating profit before provisions

rose by 2.0% to HK$11,475 million, compared with 2002.

Other operating income grew by 21.4% to HK$5,198
million and contributed a record 33.8% of total operating
income, compared with 28.4% in 2002. Income from
wealth management, namely investment and insurance
services, grew strongly by 38.7% to HK$2,540 million,

representing 48.9% of total other operating income.

Net interest income decreased by 5.8% to HK$10,179

million in the prevailing low interest rate environment,

Operating expenses increased by 1.8%, mainly

for expansion in the Mainland branch network and the
marketing of new products. Faster growth in revenue

and strict cost control saw the costiincome ratio maintained
at 25.4%, among the lowest in the banking world.
Reflecting our cost efficiency, attributable profit per

employee was HK$1.31 million. )

The net charge for bad and doubtful debts amounted to
HK$792 million, an increase of 38.7%. This was
attributable to the release of HK$330 million in general
provisions at the end of 2002 to recognise the reduction in

estimated latent losses in our loan portfolio. Specific




Our thanks go to...

our loyal personal customers, many of
whom have banked with us for several decades.
To help them achieve their wealth management aspirations,

we offer a wide range of value-added products.
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Our thanks go to...

a new generation of customers who have

|
come online. Our secure and convenient e-Banking solutions
have allowed us to corimect with 337,000 personal customers

and 13,000 businesses.%
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Chief Executive's Report continued

provisions decreased by 11.4% to HK$798 million, mainly

reflecting the reduction in new and additional provisions.

Customer deposits increased by 6.3% to HK$439.9 billion.
Advances to customers (after deduction of interest in
suspense and provisions) grew by 2.2% to HK$229.5 billion,
driven mainly by lending to the industrial, commercial and

financial sectors.

Advances under the suspended Government Home

Ownership Scheme and other government home purchasing

schemes decreased by 13.2%. Excluding such advances, total

lending to individuals rose by 0.8%. Residential mortgages
increased by 1.7% following the pick-up in property market

activities in the second half of the year.
The Bank’s trade finance rose by 16.1%.

Business Operations
We are leveraging on our large customer franchise and
premium service, with the focus on meeting total customer

needs through customised and value-added solutions.

Personal financial services remained the major profit
contributor, providing 50.6% of the HK$11,137 million
profit before tax. This line of business recorded growth

of 1.4% in pre-tax profit.

Our personal customer relationship management is built on
market segmentation, with services linked to customer life

stages and life styles.

Our integrated accounts have become a major platform
for service delivery. Leisure Class was launched in June
to grow the customer segment of retirees and those

who are planning to retire, offering comprehensive wealth

management services and a host of leisure activities

and benefits.

Investment services and insurance income grew by

29.8% and 109.4% respectively in this line of business.

We widened our range of personal financial services
products. The Hang Seng H-Share Index ETF, the first
exchange-traded fund tracking the Hang Seng China
Enterprises Index, was listed on the Stock Exchange of

Hong Kong in December.

The Bank is a leading fund distributor in the retail investor
market. A total of 40 investment funds were launched in
2003, taking the total number of funds in the Hang Seng
Investment Series to 90. This included 69 capital guaranteed
funds - the largest group of such funds in Hong Kong.
More than 400 funds from leading fund management

companies are also offered to customers.

The securities trading volume increased by 77 %,
benefiting from the buoyant stock market in the second

half of the year.

In the aftermath of SARS, Hong Kong people have become
more aware of the need for insurance. Our new insurance
products included the Hang Seng Evergreen Medical
Protection Plan, launched in January 2004, which is the
territory’s first such plan for retirees and those who are

planning to retire.

Hang Seng Life ranked fifth in the market for new life
insurance business in 2003, one notch up from the previous
year, commanding a 7.7 % market share in terms of total

new regular business.
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Chief Executive’s Report continued

Cardholder spending rosﬁe by 2.8% in 2003. The Bank’s
annualised charge-off rat‘io for its credit card business fell to
7.7%, compared with 10‘.02% for institutions surveyed by

the Hong Kong Monetaryﬁ« Authority.

|
Last month, we introducéd renminbi (RMB) services to meet

|
rising demand from both|visitors and outgoing travellers to

the Mainland. |

Personalised banking serv‘\ices are being offered to
prospective investor immigrants under the government’s
Capital Investment Entrant Scheme, which was launched

in 2003. !

We enhanced the use of ‘T[he internet as both a relationship
and transaction pJatform,iimproving customer service and
lowering transaction cost% in the process. More than
337,000 users were regfst;ered for our Personal e-Banking

services at the end of 20d3, up by 33.6% from a year earlier.

|
The e-Fund Supermarket \:/vas launched to provide
customers with comprehejnsive one-stop online investment
fund services. |

|
The number of internet transactions represented 23.1%

of total transactions and nﬁ;nline share trading 52.9% of total

securities transactions in December.

Commercial banking cont%ributed 10.6% of the Bank’s profit
before tax and its pre-tax profit was 6.0% higher in 2003.

It recorded growth of 19.1;% in customer advances.
|

Commercial banking, whijch manages middle market and

smaller corporate relationships, benefited from the

improvement in external trade.
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We opened our first branch in Macau in December to
serve the trade finance needs of customers with business

operations there.

Our SME customer base increased as we targeted growth
industries and business associations. More than 100 business
account managers in our 11 Business Banking Centres

promote the Bank’s services to this group.

The Integrated Business Solutions Account was launched,
offering SMEs greater convenience in the form of one-stop

financial services.

The number of customers registered for Business e-Banking

grew to some 13,000 at the year-end.

Corporate and institutional banking expanded its loan book
by 5.3% despite sluggish loan demand and contributed
6.9% of profit before tax.

It recorded a decline of 18.1% in pre-tax profit, as its
operating result was affected by the compression in
corporate lending spreads and a reduction in credit facilities

income.

Treasury recorded encouraging growth of 14.6% in profit

before tax. It provided 20.4% of pre-tax profit.

Its other operating income rose by 45.4%, mainly a result of
foreign exchange and customer-based income following the

launch of new financial market products.

More funds were redeployed from interbank placings to
capital market investments for enhancement of interest yield.
The fixed rate debt securities portfolio continued to benefit

under the low interest rate environment.



Our thanks go to...

our commercial banking customers
who serve as an ongoing demonstration that dreams, V4

no matter how small, can grow. We are proud to partner e . -
them in their business expansion. / ™
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Chief Executive’s Report continved
|

Growing in the Mainla‘:nd

We are committed to exﬁ)ansion and development in the
Mainland. The announcgd deal to acquire 15.98% of
Industrial Bank Co Ltd’s eimarged capital will complement

our own network. 1

The agreement provides for joint ventures with Industrial
Bank in the development of credit card and unsecured
personal loan businesses ias and when the relevant

regulations permit. ‘

We are expanding our ca‘pabi\ities to help customers capture

new business opportumtijes arising from CEPA.

|
The Bank's network in the Mainland increased to five

branches, a sub-branch and two representative offices,
spanning seven cities. ‘

i
As part of our growth in the Yangtze River Delta, we opened

our fifth Mainiand branch in Nanjing and a sub-branch in

Puxi, Shanghai. An applicjation was lodged to upgrade our

|
Beijing representative office to a branch.

We are providing integratied cross-boundary services
to deepen relationships with commercial customers and

strengthening ties with d¢mestic companies.
i
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Our thanks go to...

our family of customers who have
placed their trust in us through four generations.
We meet all their evolving financial needs

from children’s accounts to retirement services.




Chief Executive's Report continued

|
In 2003, the loan portfoiios of our Mainland branches grew
by 76.7% to HK$3.8 billion,
|
Our Guangzhou and Shénzhen branches became the second
and third branches respéctively to offer RMB services to
foreign passport holders?; citizens of Hong Kong, the Macau

SAR and Taiwan; and fo;‘eign-invested enterprises.

Our Shanghai and Guanigzhou branches have been granted

approval to provide RI\/IB: services to domestic companies.
[
The service features of Pjersonal e-Banking were enriched and
Business e-Banking was ilaunched during the year.
Hang Seng Investment Management Limited opened a

representative office in Shenzhen in March.

Future Prospects

In order to build more pjrofitable customer relationships, we
shall strengthen segmeqtation, provide more customised
and value-added solutiojns, and increase cross-selling in our

businesses.

We shall increase effort; to widen our customer base and
migrate customers upw;ards from one segment to another at

appropriate stages.

Our leadership as a weallth management service provider will
be enhanced with the launch of more sophisticated products

to grow non-interest indome.

Efforts to reach the higl"x net worth segment will be stepped
|

up in our private bankin“g business, where we aim to
|
I
|
|

(
|
I
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become a leading domestic player in terms of assets under

management, client base and profitability.

We shall further increase our commercial banking capabilities
in Hong Kong, the Mainland and Macau. Relationship
management will be strengthened with customer

segmentation by size, potential and share of business.

We shall leverage on our premium brand in Hong Kong to
strengthen our market position in mainland China. Our
network of operations will be further increased in the years

ahead, with more branches and sub-branches in major cities.

In addition to building prudent lending relationships with
corporates, personal financial services will be expanded in

the Mainland.

Through it all, developing our staff and their talents will be
crucial. We owe our premium customer service and success
to ou.r staff and will continue to attract, develop and
motivate them by providing an environment in which they

can thrive.

As a strong bank with sound business strategies, we shall
accelerate revenue growth, further develop our strong brand,

improve productivity and maintain our financial prudence.

44*‘1—1:_7

Vincent Cheng
Vice-Chairman and Chief Executive

Hong Kong, 1 March 2004



Major Awards and Ratings

Named the Best Domestic Commercial Bank in Hong Kong

by Asiamoney magazine.

Named the Best Domestic Commercial Bank in Hong Kong

for the third consecutive year by The Asset magazine.
Named the Best Retail Bank by Capital magazine.

Received the Best Investor Relations by a Hong Kong
Company award for the second consecutive year and the
Best Corporate Governance award at the Investor Relations

Magazine Asia Awards.

Ranked second for profits and third in terms of return on

assets among banks in Asia by Yazhou Zhoukan.

Ranked second for strongest commitment to shareholder

value in Hong Kong by FinanceAsia magazine.

Ranked second for financial soundness in Hong Kong
in the REVIEW 200 poll.

Named the preferred local cash management bank in

the categories of under US$10 million, US$10-100 million,
US$100-500 million and over US$500 million in

Hong Kong by Asiamoney.

Won a Hong Kong Award for Services:

Customer Service Award.
Won a Top Award in the Yahoo! Emotive Brand Awards.

Named a Caring Company by the Hong Kong Council

of Social Service.

Won the Silver Award in the Hong Kong Arts
Development Awards — Arts Sponsorship Category for

sponsorship of the Blossom with Music programme.
Won a Gold Quill Award for Hang Seng e-Cards.

Long-term foreign currency deposit rating upgraded to
A1 from A3, with a stable rating outlook, by Moody’s
Investors Service. Long-term local currency deposit rating
of Aa3, short-term local currency deposit rating of

Prime 1, short-term foreign currency deposit rating of
Prime 1 and Bank Financial Strength Rating of B — the
highest rating among Moody's rated Hong Kong banks -

all affirmed.

Individual rating of A/B from Fitch - the highest for banks

in Asia - affirmed.
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Financial Review |

FINANCIAL PERFORMANCE
|

[

Profit and loss account

Summary of financial perforr‘:nance (HK$SM) 2003 2002
Operating profit before provisioﬁs 11,475 11,255
Profit on ordinary activities before tax 11,137 11,242
Profit attributable to shareholdars 9,539 9,920
Earnings per share (HK$) I 4.99 5.19

]
Hang Seng Bank Limited|(the Bank) and its subsidiary and

associated companies (Hang Seng) reported a profit
attributable to shareho!djers of HK$9,539 million for 2003,
a decrease of 3.8 per cerjt compared with 2002. Earnings

per share of HK$4.99 wére 3.9 per cent lower than in 2002.

Operating profit before provisions rose by HK$220 million,
or 2.0 per cent, to HK§1 h,475 million, attributable to the

Operating Profit Analysis Total Operating Income

HKSM ‘ HK$EN
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B 2002 Operating Profit 10,684 B3 Total Operating Income
Changes due to: | [ other Operating Income
] et Interest income | (626) am Net [nterest Income

[ other Operating Incomé 916

n Operating Expenses 1 (70)

D Provisions for Bad and |
Doubtful Debts ‘ (221

10,683

[ 2003 Operating Profit
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encouraging 21.4 per cent growth in other operating
income, which outweighed the fall of 5.8 per cent in net
interest income. The net charge for bad and doubtful debts
increased by HK$221 million, or 38.7 per cent. This
reflected a large release in general provisions of HK$330
million in 2002 which was not repeated in 2003. Specific
provisions were reduced by HK$103 million, or 11.4 per
cent. As a result, operating profit was maintained at the
same level as in 2002, Profit before tax amounted to
HK$11,137 million, which was HK$105 million, or 0.9 per
cent, lower than in 2002. Attributable profit fell by HK$381
million, or 3.8 per cent, taking into account the increase in
the Hong Kong profits tax rate from 16.0 per cent to 17.5
per cent and after deducting the minority interest of Hang
Seng Life Limited (HSLL). Excluding the impact of the release
in general provisions in 2002 and the increase in the profits
tax rate, the attributable profit for 2003 would have
increased by HK$69 million, or 0.7 per cent, over 2002.

Economic profit

Economic profit is calculated from profit after tax, adjusted
for non-cash items, and takes into account the cost of
capital invested by Hang Seng’s shareholders. Management
uses economic profit to decide on the allocation of
resources among businesses to achieve the best return for

shareholders.

For the year 2003, the return on invested capital was
HK$9,649 million, or 31.1 per cent. The economic profit of
HK$5,001 million represented a return of 16.1 per cent to
shareholders after deducting the 15.0 per cent benchmark
cost of capital of HK$4,648 million invested by

shareholders. The benchmark cost of capital was, in



management's view, above the true cost of capital under the
current low interest rate environment and has been used
until the end of the current five year strategic plan period,
which expired at the end of 2003, in order to ensure
consistency and aid comparability. The sustainable trend of
economic profit shows that Hang Seng continues to create
value for its shareholders and contributed to the successful

achievement of the total shareholders’ return target.

Economic profit (HK$M) 2003 % 2002 %

Average invested capital 31,021 31,946

Return on invested capital* 9,649 31.1 10,043 31.5

Cost of capital (4,648) (15.0) (4,785) (15.0)
Economic profit 5,001 16.1 5,258 16.5

*Return on invested capital represents profit after tax adjusted for
non-cash items.

Net interest income

Net interest income (HK$M) 2003 2002
interest income 12,846 14,960
Interest expense (2,667) (4,155)
Net interest income 10,179 10,805
Average interest-earning assets 446,978 439,736
Gross interest yield (% p.a.) 2.87 3.40
Net interest spread (% p.a.) 2.21 2.36
Net interest margin (% p.a.) 2.28 2.46

Net interest income decreased by HK$626 miliion, or 5.8 per
cent, compared with 2002. Average interest-earning assets
rose by HK$7.2 billion, or 1.6 per cent. Net interest margin
narrowed by 18 basis points to 2.28 per cent with a
reduction in net interest spread of 15 basis points to 2.21 per
cent and a fall in contribution from net free funds of 3 basis

points to 0.07 per cent.

The reduction in the average mortgage portfolic yield caused
net interest spread to fall by 6 basis points. Decline in spreads
on time deposits and interbank placings accounted for

a falt of 8 and 6 basis points respectively. This was partly
offset by the favourable impact of 5 basis points due to the
increase in the lower cost current and savings accounts.

The contribution fram net free funds was affected by the

further decline in market rates and fell by 3 basis points.

The average yield on the residential mortgage portfolio,
excluding GHOS mortgages and staff loans, fell to 177 basis
points below BLR for 2003 {149 basis points below BLR in
2002), before accounting for the effect of cash incentive
payments. Cash incentive payments on new mortgage loans
of HK$130 million have been written off against interest

income in 2003 (HK$105 million in 2002).

Compared with the first half of 2003, net interest income

in the second half of 2003 fell by HK$261 million, or

5.0 per cent, with a 26 basis point fall in net interest margin
to 2.15 per cent. Net interest spread narrowed by 24 basis
points to 2.09 per cent. This was mainly affected by the
decline in the average yield on the mortgage portfolio and
narrower spreads on time deposits, fixed rate debt securities
and interbank placings. The contribution from net free funds

was 2 basis points lower at 0.06 per cent.

The average balance sheet analysis on page 66 shows
the average balances, interest income/expense and average
interest rates of individual assets and liabilities in 2003 as

compared with 2002.
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Year ended Year ended

| 31 December 2003 31 December 2002

T Average Interest Average Interest

} balance income Yield balance income Yield

: HK$M HK$M % HK$M HK$M Y%
Assets i
Short-term funds and placings with banks 90,811 1,816 2.00 130,572 3,464 2.65
Advances to customers ; 226,892 7,306 3.22 224,783 8,445 3.76
Debt securities ‘ 129,275 3,724 2.88 84,381 3,051 3.62
Total interest-earning assets | 446,978 12,846 2.87 439,736 14,960 3.40
Provisions for bad and doubtful idebts (2,688) - - (3,219} - -
Non interest-earning assets ‘ 29,518 - - 24,187 - -
Total assets and interest income‘ 473,808 12,846 2.71 460,704 14,960 3.25

; Average Interest Average Interest

! balance expense Cost balance expense Cost

. HK3SM HKSM % HKEM HK$M %
Liabilities f
Current, savings and time depos}it accounts 385,394 2,249 0.58 374,947 3,490 0.93
Debt securities in issue 1 10,893 279 2.56 16,765 506 3.02
Deposits from banks 1 2,551 31 1.22 1,414 25 1.77
Other interest-bearing liabilities | 3,680 108 2.93 4,577 134 2.93
Total interest-bearing liabilities } 402,518 2,667 0.66 397,703 4,155 1.04
Non interest-bearing current accjounts 17,177 - - 13,160 - -
Shareholders’ funds and other ‘

non interest-bearing liabilities 54,113 - - 49,841 - -

Total liabilities and interest expehse 473,808 2,667 0.56 460,704 4,155 0.90

|

T

|
Other operating incomp the embedded value of the long-term assurance business.

i

. L | . .
Other operating income recorded a strong growth Securities/stockbroking fees rose by 48.0 per cent,
- | . . )

of HK$916 million, or 21.4 per cent, and contributed benefiting from the buoyant market in the second half
33.8 per cent of total operating income, compared of the year.

with 28.4 per cent in 2002.

Dealing profits grew by 30.2 per cent, mainly contributed

Income from retail investrhent funds rose by 31.6 per cent by foreign exchange income.

|
to HK$921 million in 2003. Insurance commissions
7 Fee income from account services, cards and credit
and underwriting profit together grew by 90.1 per cent, o
. o . facilities, however, fell by 17.3 per cent, 6.1 per cent and
reflecting strong growth in life insurance premiums and
‘ 14.4 per cent respectively.
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Analysis of income from wealth management business

included in other operating income

Income from wealth management business (HK$M) 2003 2002

Investment income

¢ retail investment funds 921 700
e securities/stockbroking 361 244
¢ margin trading/private banking 125 68

Total investment income 1,407 1,012

Insurance income

e life (including embedded value)* 851 562
* general and others 282 257
Total insurance income 1,133 819
Total 2,540 1,831

*The embedded value and underwriting profit of Hang Seng Life Limited in
2002 which were reported as share of profits of associated companies
instead of other operating income were re-grouped under this heading to
conform with the current year's presentation for the purpose of comparison
in this analysis.

Income from wealth management comprising income from
investment and insurance grew strongly by 38.7 per cent to
HK$2,540 million in 2003, representing 48.9 per cent of

total other operating income.

Operating expenses

Operating expenses increased by HK$70 million, or

1.8 per cent, to HK$3,902 million. Staff costs decreased

by HK$16 million, or 0.8 per cent. Premises and equipment
expenses were stable while other operating expenses
increased by HK$114 million, or 18.7 per cent. This was
mainly due to the increase in marketing and advertising
expenditure for investment and other personal financial
services products, and the inclusion of the operating
expenses of HSLL after it became a subsidiary of the Bank

in November 2002.

The cost:income ratio in 2003 was maintained at the same

level as 2002 at 25.4 per cent.

Headcount measured in full time equivalents was 7,280 at

31 December 2003 (7,279 at 31 December 2002).

Other Operating Income for 2003 Operating Expenses for 2003

In Percentage In Percentage

. Net Fees and Commissions D Staff Costs

Receivable

B Fremises and Equipment

. Insurance Underwriting D Other Operating Expenses

] et Dealing Profits
D Other

[:] Rental Income from
Investment Properties

. Dividend Income

. Depreciation
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Provisions for bad and‘ doubtful debts Advances to customers and provisions (HK$M) 2003 2002

Net charge to profit and Iossj account (HK$M) 2003 2002 Gross advances to customers * 231,999 227,475

Net charge/(release) for bad andl doubtful debts Specific provisions (1.432) (1.805)

Specific ‘ 708 901 General provisions (1,101) (1.108)
[

General (6) (330) Advances to customers** 229,466 224,562
i

Total ‘ 792 571 Gross non-performing advances* 5,243 6,081

Average gross advances to customers 227,814 225,725 Non-performing advances™ as a percentage of gross

advances to customers* 2.3% 2.7%

Net charge/(release) for bad anc‘i doubtful debts as a Provisions as a percentage of gross advances

percentage of average gross advances to customers 10 custorners*

Specific 0.3% 0.4%

| Specific provisions 0.62% 0.79%
. - o

General ; ©1%)  General provisions 0.48% 0.49%
\

Total ‘ 0.3% 0.3% Total provisions 1.10% 1.28%

Specific provisions as a percentage of gross
non-performing advances* 27.3% 28.7%

Compared with 2002, th‘\e net charge for bad and doubtful

debts rose by HK$221 méllion, or 38.7 per cent. This was

* After deduction of interest in suspense.

* Kk . - . L.
. | e . After deduction of interest in suspense and provisions.
attributable to the release of HK$330 million in general P P

provisions at the end of %OOZ to recognise the reduction in

. | - Net Charge for Bad and Total Provisions as a Percentage
estimated latent loan loss‘es (a small release of HK$6 million Doubtful Debts of Gross Advances to Customers
in general provisions was made in 2003). Specific provisions HKSM In Percentage

9 P > 551 )-5p P 2,000 25 7
decreased by HK$103 million, or 11.4 per cent, to HK$798
million, with substantial improvement in the second half 1,500 s 20 -~

of the year. New and additional specific provisions fell by

HK$64 million, or 5.2 per cent, to HK$1,167 million, v
with the reduction in proivisions for credit card advances, 500 | .
corporate and personal loans partly offset by increased 7 ‘
provisions for residential }mortgages and commercial banking ° i ‘
customers. Releases and jrecoveries rose by HK$39 million, 500 | |
or 11.8 per cent, to HK$3:69 million, mainly from 99 00 01 02 03 99 00 o1 02 03
commercial banking and Ecorporate customers. B spectic provisions B soecific provisions
| D General Provisions [ 1 General Provisions
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Gross non-performing advances (after deduction of
interest in suspense) fell by HK$838 million,

or 13.8 per cent, to HK$5,243 million, compared with

the end of 2002. The ratio of gross non-performing
advances to gross advances to customers further improved

to 2.3 per cent from 2.7 per cent at the end of 2002.

Profit on tangible fixed assets and

long-term investments

Profit on disposal of tangible fixed assets and long-term

investments, mainly from the profit on disposal of listed

equities and debt securities, was maintained at the same
level as 2002.

Property revaluation

Hang Seng’s premises and investment properties were
revalued by Chesterton Petty Limited, an independent
professional valuer, at 30 September 2003, who confirmed
that there had been no material change in valuations

at 31 December 2003. The valuations were carried out by
qualified valuers who are members of the Hong Kong
Institute of Surveyors. The basis of valuation of premises

was open market value for existing use. The basis of the

valuation for investment properties was open market value.

The property revaluation has resulted in a fall in

Hang Seng’s revaluation reserves at 31 December 2003 by
HK$618 million and a charge of HK$37 million to the
profit and loss account for the year in respect of properties
where the valuation has fallen below the depreciated

historical cost.

Balance sheet

Total assets

Total assets grew by HK$28.3 biltion or 6.0 per cent,

to HK$503.0 billion compared with HK$474.7 billion at
31 December 2002, driven by an increase of 6.3 per cent
in customer deposits. There has been a further shift of
time deposits to savings under a persistently low interest
rate environment. Advances to customers recorded a
growth of 2.2 per cent during 2003, mainly in corporate
lending and trade advances, while mortgages under the
Government Home Ownership Scheme (GHOS) continued
to fall. Investment in debt securities also rose, mainly
through the deployment of funds from customer deposits.
The advances to deposits ratio fell to 52.2 per cent at

31 December 2003 compared with 54.3 per cent at

31 December 2002, the effect of a faster pace of growth in

customer deposits than customer advances during 2003.

Total Assets, Customer Deposits Advances to Deposits Ratio

and Advances to Customers

HK$BN In Percentage
600 60

400 ‘

300 | | | 50

200 . l

mo ’ ‘
' 40

99 00 01 02 03 99 00 01 02 03

E Total Assets
5 Customer Deposits

D Advances to Customers
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Assets deployment

At 31 December (HK$M) i 2003 % 2002 %
Cash and short-term funds : 71,903 14.3 77,784 16.4
Placings with banks maturing

after one month ; 18,029 3.6 30,919 6.5
Certificates of deposit i 28,683 5.7 30,120 6.4

Investment securities 115,113 22.9

229,466 45.6

80,367 16.9
Advances to customers 1 224,562 47.3
! 39,765 7.9

502,959 100.0

Other assets* 30,902 6.5

Total assets | 474,654  100.0

|
*Amounts due from immediate bo/d/ng company and fellow subsidiary
companies are included under ther assets.
I

Investment securities |

Investment in held-to-ma}lturity debt securities rose

by HK$34.9 billion, or 4.‘%.4 per cent, to HK$111.8 billion,
with funds from the grO\‘;«/th in customer deposits and
re-deployment of funds T?‘rom interbank placings to enhance
net interest yield. Over 95 per cent of the held-to-maturity

debt securities will matufe within five years.

Assets Deployment for 2002

In Percentage

|
i
i
Assets Deployment for 2003 |
|
! In Percentage
|
|

45.

. Advances to Customers

. Advances to Customers

. Investment Securities
D Cash and Short-term Funds
D Other Assets

- Investment Securities

7 cash and Short-term Fundsi
[ other Assets |
(7 centificates of Deposit [ certificates of Deposit

. Placings with Banks Maturing

. Placings with Banks Maturin:g
after One Month

after One Month
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The fair value of the held-to-maturity debt securities
amounted to HK$112.6 billion, showing an unrealised gain

of HK$0.9 billion at 31 December 2003.

Equity investments decreased by HK$0.2 billion, or
7.9 per cent, to HK$2.1 billion.

Advances to customers

Advances to customers (after deduction of interest in
suspense and provisions) recorded a growth of
HK$4,904 million, or 2.2 per cent, to HK$229.5 hillion
at 31 December 2003.

Lending to the industrial, commercial and financial sectors
grew by HK$4,682 million, or 5.3 per cent, since the end of
2002. The increase was mainly in lending to financial
concerns which included the financing vehicles of large
corporate groups and public sector entities engaged

in financing activities. Lending to transport and transport
equipment concerns also increased, mainly to public
transport companies. Lending to the property sector was in
line with 2002, whilst lending under the ‘Other’ sector fell,

mainly due to the repayment of certain large corporate loans.

Lending to individuals fell by HK$3,927 million, or

3.1 per cent. This was affected by the fall of HK$4,619
million, or 13.2 per cent, in advances under the suspended
Government Home Ownership Scheme and other
Government subsidised home purchasing schemes, excluding
which lending to individuals rose by HK$692 million, or

0.8 per cent. Residential mortgages increased by HK$1,312
million, or 1.7 per cent, following the pick-up in property

market activities in the third and fourth quarters.

Trade finance rose by HK$1,571 million, or 16.1 per cent,

benefiting from the improvement in external trade.




Gross advances for use outside Hong Kong grew by
HK$2,198 million, or 48.9 per cent, mainly reflecting the

expansion in the loan portfolios of Mainland branches.

Customer deposits

Current, savings and other deposit accounts increased

by HK$26.2 billion, or 6.3 per cent, to HK$439.9 billion,
compared with HK$413.7 billion at 31 December 2002.
The growth was mainly in customer deposit accounts which
grew by HK$34.3 billion, or 8.6 per cent. During the year,
customers continued to shift from time deposits to savings
and current accounts in the prevailing low interest rate

environment.

Certificates of deposit and other debt securities in issue fell
by HK$8.1 billion, or 50.4 per cent, to HK$7.9 billion
following the maturity of part of the certificates of deposit

portfolio.

Customer Deposits for 2003 Customer Deposits for 2002

In Percentage In Percentage

D Savings Accounts

O] Savings Accounts

. Time and Other Deposits . Time and Other Deposits

D Current Accounts D Current Accounts

B Certificates of Deposit and
Other Debt Securities in Issue

B Certificates of Deposit and
Other Debt Securities in Issue

Shareholders’ funds

At 31 December (HK$M) 2003 2002
Share capital 9,559 9,559
Retained profits ' 19,720 19,440
Premises and investment properties
revaluation reserves 5,813 6,667
Long-term equit\y investment
revaluation reserve 1,009 1,011
Capital redemption reserve 99 99
36,200 36,776
Proposed dividends 3,441 6,309
Shareholders’ funds 39,641 43,085
Return on average shareholders’ funds (% p.a.) 23.4 231

Shareholders' funds (excluding proposed dividends) fell by
HK$576 million, or 1.6 per cent, to HK$36,200 million at
31 December 2003. Retained profits rose by HK$280
million. Premises and investment properties revaluation
reserves fell by HK$854 million, reflecting the decline in
property value compared with the year-end 2002 and

the provision for deferred tax on the property revaluation

surplus following the adoption of the HKSSAP 12.

The return on average shareholders’ funds was

23.4 per cent, compared with 23.1 per cent in 2002.

There was no purchase, sale or redemption of the Bank’s
listed securities by the Bank or any of its subsidiaries during

the year,

Funds under management

Funds under management (HK$M) 2003 2002
At 1 January 40,608 25,366
Additions 48,069 35,590
Withdrawals (33,526) (18,165)
Value change 1,855 (2,218)
Exchange adjustments 855 35
At 31 December 57,861 40,608
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Funds under managemént of HK$57,861 million were

|
HK$17,253 million, or 42.5 per cent, higher than
|

CAPITAL MANAGEMENT

|
Capital resources management

at 31 December 2002, due to expansion of our asset

management and private banking businesses.

Analysis of capital base and: risk-weighted assets (HK$M) 2003 2002
Capital base 1
Tier 1 capital 1
Share capital \ 9,559 9,559
Retained profits 1 19,084 18,795
Capital redemption reservé 99 99
Total 1 28,742 28,453
Tier 2 capital
Premises and investment pjroperties revaluation reserves 4,096 5,153
Long-term equity investmént revaluation reserve 688 705
General loan provisions ; 1,101 1,108
Total ! 5,885 6,966
Unconsolidated investments ari1d other deductions (1,283) (1,376)
Total capital base after deduct{lons 33,344 34,043
\
Risk-weighted assets \
On-balance sheet j 234,251 222,758
Off-balance sheet \; 15,047 16,262
Total risk-weighted assets : 249,298 239,020
Total risk-weighted assets adjujsted for market risk 253,326 239,426
I
Capital adequacy ratios 1
After adjusting for market risk
Tier 1* : 11.3% 11.9%
Total* 1 13.2% 14.2%
Before adjusting for market risf<
Tier 1 } 11.5% 11.9%
13.4% 14.2%

Total 1
|

* The capital ratios take into account market risks in accordance with the relevant Hong Kong Monetary Authority gquideline under the Supervisory Policy Manual.
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The total capital ratio fell by 100 basis points to

13.2 per cent at 31 December 2003, compared with 14.2
per cent at 31 December 2002. The capital base recorded
a reduction of 2.1 per cent, mainly due to the fall in
premises and investment properties revaluation reserves.
Risk-weighted assets adjusted for market risk, on the other
hand, grew by 5.8 per cent, mainly attributable to the

rise in total assets which included advances to customers

and debt securities.

The tier 1 capital ratio dropped by 60 basis points to
11.3 per cent, as a result of the growth in risk-weighted

assets adjusted for market risk.

RISK MANAGEMENT

Risk management is an integral part of Hang Seng's
business management. The most important types of risks to
which Hang Seng is exposed to are credit risk, liquidity risk,
market risk and operational risk. Hang Seng’s risk
management policy is designed to identify and analyse
risks, to set appropriate risk limits and to monitor these
risks and limits continually by means of reliable and
up-to-date management information systems. Hang Seng’s
risk management policies and major control limits are
approved by the Board of Directors and they are monitored
and reviewed regularly by the Executive Committee and

Audit Committee.

Credit risk
Credit risk is the risk that financial loss arises from the
failure of a customer or counterparty to meet its obligations

under a contract. It arises principally from lending, trade

finance, treasury and leasing activities. Hang Seng has
dedicated standards, policies and procedures in place to

contro! and monitor all such risks.

Credit Risk Management (CRM) is mandated to provide
centralised management of credit risk. CRM is headed by
the Chief Credit Officer who reports to the Chief Executive
and functionally reports to the HSBC Group Credit and Risk.
Hang Seng conforms with the HSBC Group standards in
establishing its credit policies. The responsibilities of CRM

include the following:

Formulating high level credit policies which are embodied
in the Credit Risk Manual as approved by the Board of

Directors;

Establishing and maintaining Hang Seng’s Large Credit
Exposure Policy. This policy sets controls over the maximum
level of Hang Seng’s exposure to customers and customer
groups and other risk concentrations in an approach which
is designed to be more conservative than internationally

accepted regulatory standards,

Issuing Lending Guidelines to provide business units with
clear guidance on Hang Seng’s attitude towards and
appetite for lending to, inter alia, specified markat sectors,
industries, and products. They are regularly updated and

provided to all credit and marketing executives;

Undertaking an independent review and objective
assessment of risk. CRM assesses all commercial non-bank
credit facilities over designated limits originated by business

units, prior to the facilities being offered to the customer.

73




|
Financial Review continted

Renewals and reviews of commercial non-bank facilities
over designated levels ar% also subject to such independent

review and assessment; i
1

¢ Controlling exposures to]banks and financial institutions.
As full authority has beeri) devolved to HSBC Group Credit
and Risk to approve Hané; Seng's credit and settlement risk
limits to counterparties m the financial and government
sectors, Hang Seng CRM‘}co-ordmates with the dedicated

unit within Group Credit land Risk which controls and

manages these exposures on a global basis using centralised

systems and automated érocesses;
|

¢ Cantrolling cross-border “exposures. Similar to the contra!
of exposures to banks anid financial institutions, CRM
co-ordinates with the dec}jicated unit within Group Credit
and Risk to contrel countjry and cross-border risk using
centralised systems, thrOLfIgh the imposition of country

limits with sub-limits by rT‘paturity and type of business.

|
Country limits are determined taking into account economic
|

and political factors together with local business
knowledge. Transactions Wwith countries deemec to be

higher risk are considered on a case-by-case basis;
|

« Controlling exposure to sélected industries. CRM controls
Hang Seng’s exposure to fnhe shipping and aviation
industries, and closely mo“‘nitors exposures to other
industries such as telecorrjlmunications, insurance and
commercial real estate. Ci‘ontrols and restrictions on new
business or the capping ojf exposure may be introduced

where necessary;, !
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Maintaining facility grading process. Hang Seng adopts
HSBC's grading structure which contains seven grades, the
first three of which are applied to differing levels of
satisfactory risk. Of the four unsatisfactory grades, grades 6
and 7 are non-performing loans. For banks, the grading
structure involves ten tiers, six of which cover satisfactory
risk. It is the responsibility of the final approving executive
to approve the facility grade. Facility grades are subject to
frequent review and amendments, where necessary, are

required to be undertaken promptly;

Reporting to senior executives on aspects of the Hang Seng
loan portfolio. Credit Committee, Executive Committee,
Audit Committee, the Board of Directors and Group Credit

and Risk also receive regular reports;
Managing and directing credit-related systems initiatives; and

Providing advice and guidance to business units on various

credit-related issues.

Special attention is paid to problem loans. Recovery units
are established by Hang Seng to provide customers
with intensive support in order to maximise recoveries of

doubtful debts.

Provisions for bad and doubtful debts are made promptly
where necessary and on a prudent and consistent basis with
established guidelines. Management regularly performs an
assessment of the adequacy of the established provisions
for bad and doubtful debts by conducting a detailed

review of the loan portfolio, comparing performance and




delinquency statistics against historical trends and
undertaking an assessment of current economic conditions.
Management also focuses particularly on the
appropriateness of grades assigned to facilities to those
borrowers and portfolio segments classified below

satisfactory grades.

Liquidity risk

Liquidity management is essential to ensure the Bank has
the ability to meet its obligations as they fall due. 1t is

Hang Seng’s policy to maintain a strong liquidity position by
properly managing the liquidity structure of its assets,
liabilities and commitments so that cash flows are
appropriately balanced and all funding obligations are

comfortably met.

Hang Seng is required to comply with the regulatory
liquidity requirement, mainly to maintain the liquidity ratio
in accordance with the Fourth Schedule of the Hong Kong
Banking Ordinance. Hang Seng’s average liquidity ratio in
2003 of 46.2 per cent {(44.4 per cent in 2002) which well
exceeded the minimum requirement of 25%. In addition,
Hang Seng also complies with the HSBC Group’s liquidity
requirements, which impose stricter criteria for the holding
of liquid assets, as prescribed by the HSBC Group Executive

Committee.

Hang Seng has established policies and procedures to
monitor and control its liguidity position on a daily basis by
adopting a cash flow management approach. Hang Seng
always maintains a stock of high quality liquid assets

to ensure the availability of sufficient cash flow to meet its

financial commitments, including customer deposits

on maturity and undrawn facilities, over a specified future
period. The liquidity management process is monitored
by the Asset and Liability Management Committee and is
reported to the Executive Committee and the Board

of Directors.

As a major source of funding, Hang Seng maintains a
diversified and stable customer deposit base, both by
maturity and market segment. Hang Seng is active in the
local money and capital markets to manage the maturity
profile of assets and liabilities and to secure the availability

of interbank and wholesale deposits at market rates.

Market risk

Market risk is the risk that foreign exchange rates, interest
rates or equity and commodity prices will move and result
in profits or losses to Hang Seng. Market risk arises on
financial instruments which are valued at current market
prices (mark-to-market basis) and those valued at

cost plus any accrued interest (accrual basis). Hang Seng’s
market risk arises from customer-related business and from

position taking.

Market risk is managed within risk limits approved by the
Board of Directors. Risk limits are set by product and risk
type with market liquidity being a principal factor in
determining the level of limits set. Limits are set using a
combination of risk measurement techniques, including
position limits, sensitivity limits, as well as value at risk (VAR)

limits at a portfolio level.
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Hang Seng adopts the ri}sk management policies and risk
measurement technique% developed by the HSBC Group.
The daily risk monitoringi process measures actual risk
exposures against approxf/ed limits and triggers specific
action to ensure the ove%all market risk is managed within

an acceptable level.
|

VAR is a technique vvhidiwi estimates the potential losses
that could occur on risk ;i)ositions taken due to movements
in market rates and pricejs over a specified time horizon
and to a given level of co;m‘idence. The model used

by Hang Seng calculates ;VAR on a variance/covariance
basis, using historical mo}vements in market rates and
prices, a 99 per cent com:‘idence level and a 10-day holding

period, and generally tak:es account of correlations between

different markets and rates. The movement in market

prices is calculated by reference to market data for the last
two years. Aggregation of VAR from different risk types

is based upon the assumption of independence between
risk types. In recognition of the inherent limitations

of VAR methodology, stress testing is performed to assess

the impact of extreme events on market risk exposures.

Hang Seng has obtained approval from the Hong Kong
Monetary Authority (HKMA) for the use of its VAR model to
calculate market risk for capital adeguacy reporting and

the HKMA has expressed itself satisfied with Hang Seng’s

market risk management process.

Hang Seng’s VAR for all interest rate risk and foreign
exchange risk positions and on individual risk portfolios for

2003 and 2002 is shown in the tables on page 77.

|
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VAR (HK$M)
Minimum

Maximum Average

At 31 December during during for the
2003 the year the year year
VAR for all interest rate risk
and foreign exchange risk 271 186 473 321
VAR for foreign exchange risk
(trading) 57 2 156 32
VAR for interest rate risk
e trading 1 1 1 4
* accrual 264 186 472 315
VAR (HK$M)
Minimum Maximum Average
At 31 December  during during  for the
2002 theyear theyear year
VAR for all interest rate risk
and foreign exchange risk 234 194 520 326
VAR for foreign exchange risk
(trading) 3 3 5 4
VAR for interest rate risk
« trading 1 - 9 2
® accrual 233 192 515 325

The average daily revenue earned from market risk-related
treasury activities in 2003, including accrual book net
interest income and funding related to dealing positions,
was HK$8 million (HK$7 million for 2002). The standard
deviation of these daily revenues was HK$7 million
{HK$3 million for 2002). An analysis of the frequency
distribution of daily revenues shows that out of 248
trading days in 2003, losses were recorded on only eight
days and the maximum daily loss was HK$67 million.
The most frequent result was a daily revenue of between
HK$6 million and HK$10 million, with 176 occurrences.

The highest daily revenue was HK$43 million.

Daily Distribution of Market Risk Revenues for 2003
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Daily Distribution of Market Risk Revenues for 2002
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Financial Review continyed

Foreign exchange exp<;)sure

Hang Seng’s foreign excﬁange exposures mainly comprise
foreign exchange deariné by Treasury and currency
exposures originated by i:ts banking business. The latter are
transferred to Treasury vvihere they are centrally managed
within foreign exchange%position timits approved by the
Board of Directors. The a}verage one-day foreign exchange
profit for 2003 was HK$}2 million (HK$2 million for 2002).
Structural foreign exchan;ge positions arising from capital
investment in subsidiarie‘js and branches outside Hong Kong,
mainly in US dollar and r?enminbi, are managed by the Asset

\
and Liability Managemerit Committee (ALCO).

|
At 31 December 2003, the US dollar was the only currency
in which Hang Seng had\a non-structural foreign
currency position which éxceeded 10 per cent of the total

net position in all foreigr currencies.

Total foreign currency positirjms (HKSM)
\

‘ 2003
;' Other foreign Total foreign
| usD currencies currencies

Spot assets ' 162,330 106,939 269,269

Spot liabilities :(1 51,706) (85,157) (246,863)
|

Forward purchases 40,537 11,665 52,202
|

Forward sales , (35,587) (23,305) (58,892)

Net long non-structural |

position | 15,574 142 15,716

Net structural position . 841 386 1,227
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Interest rate exposure

Interest rate risks comprise those originating from treasury
activities, both trading positions and accrual books and
structural interest rate exposures. Structural interest

rate risk arises from the differing repricing characteristics
of commercial banking assets and liabilities, including
non-interest bearing liabilities, such as shareholders’ funds
and some current accounts. Structural interest rate risks
were transferred to Treasury based on contractual or

behavioural maturity directly or through the ALCO book.

Treasury manages interest rate risks within the limits
approved by the Board of Directors and under the monitor
of ALCO. The average daily revenue earned from treasury-
related interest rate activities for 2003 was HK$6 million

{(HK$5 million for 2002).

Interest rate sensitivity analysis is useful in managing the
interést rate risk of the accrual portfolio. The table on
page 79 discloses the mismatching of the dates on which
interest receivable on assets and payable on liabilities

are next reset to market rates on a contractual basis,

or, if earlier, the dates on which the instruments mature.
Actual reset dates may differ from contractual dates owing
to prepayments and the exercise of options. In addition,
contractual terms may not be representative of

the behaviour of assets and liabilities. For these reasons,
Hang Seng takes into account behavioural characteristics
in the management of its interest rate risk, rather than

on the contractual basis set out in the table on page 79.




A positive interest rate sensitivity gap exists where more
assets than liabilities re-price in a given period. Although

a positive gap position tends to benefit net interest income
in a rising interest rate environment, the actual effect

will depend on a number of factors, including the extent
to which repayments are made earlier or {ater than

the contracted date and variations in interest rates within

Interest rate sensitivity analysis (HK$M)

re-pricing periods and among currencies. Similarly,

a negative interest rate sensitivity gap exists where more
liabilities than assets re-price during a given period. In this
case, a negative gap position tends to benefit net interest
income in a declining interest rate environment, but again
the actual effect will depend on the same factors as for

positive interest rate gaps.

2003
Mare than More than Non-
3 months 6 months interest
Up to and up to and up to More than earning/
3 months 6 months 12 months 12 months bearing Total
Assets
Cash and short-term funds 63,365 4,183 200 - 4,155 71,903
Placings with banks
maturing after one month 15,726 2,050 253 - - 18,029
Certificates of deposit 16,878 1,551 3,358 6,896 - 28,683
Investment securities 52,886 10,924 8,171 40,984 2,148 115,113
Advances to customers 199,322 15,614 4,722 5,377 4,431 229,466
Other assets* 11,687 158 226 383 27,311 © 39,765
Total assets 359,864 34,480 16,930 53,640 38,045 502,959
Liabilities
Current, savings and other
deposit accounts 400,045 7,040 2,518 6,734 23,576 439,913
Deposits from banks 791 100 - - 311 1,202
Other liabilities* 773 764 1,059 902 18,061 21,559
Minority interests - - - - 644 644
Shareholders' funds - - - - 39,641 39,641
Total liabilities ‘ 401,609 7,904 3,577 7.636 82,233 502,959
Off-balance sheet items 29,830 (1,425) (10,382) (18,023} - -~
Net gap position (11,915) 25,151 2,971 27,981 (44,188) -
Cumulative gap position (11,915) 13,236 16,207 44,188 - -

* Amounts due from / to immediate holding company and fellow subsidiary companies are included under other assets and other liabilities.
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Equities exposure
|

Hang Seng's equities exposure in 2003 is mainly in
|

long-term equity investr‘\nents which are set out in note 20

of the financial statemenhts.

Derivatives

|
Positions of derivative cont;racts outstanding (HKSM)

2003

1 Contract amount  Mark-to-market values

Dealing Non-dealing Positive  Negative
Foreign exchange contracts ;
Spot and forward 7‘6,408 - 742 764
Currency swaps 778 310 25 18
Currency options 3“-2,072 - 109 109
Interest rate contracts ‘
Interest rate swaps 3}5,605 56,024 956 1,412
Interest rate options 15,506 12,072 41 49
Equity contracts ‘
Equity futures ; 5 - - -
Equity options : 292 - - -
Analysis of mark-to-market valhes

Trading contracts 1,528 1,465

\
|

Non-trading contracts ; 345 887
|
I

Derivatives are financial Eontracts whose value and
characteristics are derivejd from underlying assets, exchange
and interest rates, and ir;)dices. They mainly include

futures, forwards, swapsi and options in foreign exchange,
interest rate, equity and ;equity indices and commodities.
Derivative positions arise;\ from transactions with

customers as well as Har:ng Seng’s own dealing and asset
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and liability management activities. These positions are
managed carefully to ensure that they are within

acceptable risk levels.

Derivative instruments are subject to both market risk and
credit risk. Market risk from derivative positions is controlled
individually and in combination with on-balance sheet
market risk positions within Hang Seng's market risk limits
regime as described on page 75. The credit risk relating

to a derivative contract is principally the replacement cost of
the contract when it has a positive mark-to-market value
and the estimated potential future change in value over the
residual maturity of the contract. The nominal value of the
contracts does not represent the amount of Hang Seng’s
exposure to credit risk. All activities relating to derivatives
are subject to the same credit approval and monitoring

procedures used for other credit transactions.

The table to the left provides an analysis of derivatives by
product at 31 December 2003, showing those contracts
undertaken for dealing and non-dealing purposes. Hang
Seng’s derivative positions are mainly in foreign exchange
and interest rate contracts. Option contracts are mainly
undertaken for option-linked investment/deposit products
provided to customers and the related hedges. Mark-to-
market values of derivatives designated for dealing purposes’
are included in “Other assets” for positive amounts and

“Other liabilities” for negative amounts.




Operational risk

Operational risk is the risk of economic loss arising through
fraud, unauthorised activities, error, omission, inadequate
or failed internal process, people and systems or from
external events. The management of operational risk
comprises the identification, assessment, monitoring,
control and mitigation of the risks. Hang Seng’s operational
risk management framework includes the assignment

of responsibility at senior management level; identification
of operational risks inherent in processes, activities

and products; adequate information systems to record

the identification and assessment of operational risks and
generate regular management reporting; and rigorous

collection and reporting of operational risk losses incurred.

The risk of losses caused by human error and fraud

is mitigated under a well-established internal control
environment in which processes are documented,
authorisation is independent and where transactions are
reconciled and monitored. Details of the internal control
system are described in the "Corporate Governance

and Other Information” on pages 94 and 95. Adequate
insurance cover is taken to minimise losses in business
operation and on the holding of fixed assets. To reduce the

impact of and interruptions to business activities caused

by system failure or natural disaster, back-up systems and
contingency business resumption plans are in place

for all business and critical back-office functions. Back-up
computer systems and business resumption back-up sites

are maintained. Detailed contingency recovery procedures
are clearly documented, with periodic drills conducted to

ensure the procedures are current and correct.
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Directors and Senior Management

DIRECTORS

The Honourable LEE Q:uo-Wei GBM, JP

Honorary Chairman

Age 85. Joined the Bank}in 1946. Appointed a Director in
December 1959 and elec‘;ted Vice-Chairman in January 1976,
Executive Chairman fromi 1983 until February 1996. Non-
executive Chairman from; March 1996 to December 1997.
Honorary Chairman since 1 January 1998. A non-executive
Director of The Hongkonig and Shanghai Banking
Corporation Limited frorri} 1978 to 1984. Consultant to the
Board of The Hongkong jand Shanghai Banking Corporation
Limited from 1984 to 1952 and Adviser to the Board of
HSBC Holdings plc from }1991 to 1997. Honorary Chairman
of Hang Seng School of 1Commerce. A Director of Miramar
Hotel and Investment Cojmpany Limited and New World
Development Company ﬂimited. Life Member of the Council
of The Chinese UniversitQ of Hong Kong. Recipient of the
Businessman of the Yeariaward in the Hong Kong Business
Awards 1994, sponsoredi by DHL and the South China
Morning Post. Awarded t;he Grand Bauhinia Medal by the
Hong Kong Special Admijnistrative Region ("HKSAR")

Government in July 1997;.

Mr David Gordon ELD(‘)N P

Chairman }

Age 58. Appointed a Direifctor of the Bank in June 1996 and
non-executive Chairman ;on 1 January 1998. Chairman of
The Hongkong and Shantghai Banking Corporation Limited.
A Director of HSBC Holdiings plc, MTR Corporation Limited
and Swire Pacific Limited.} Steward of The Hong Kong Jockey
Club. Chairman of the Ex}ecutive Committee of the
Community Chest. Vice Cihairman of the General Committee

of the Hong Kong Generc\al Chamber of Commerce and

a member of the Hong Kjong Trade Development Council.

i
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Chairman

Honorary Chairman

Recipient of the Business Person of the Year award in the
Hong Kong Business Awards 2003, sponsored by DHL and
the South China Morning Post.

Mr Vincent Hoi Chuen CHENG o8E, Jp

Vice-Chafrman and Chief Executive

Age 55. Appointed a Director of the Bank in October 1994
and became a Managing Director in April 1995, Appointed
Vice-Chairman and Acting Chief Executive in March 1398.
Vice-Chairman and Chief Executive since August 1998.
Chairman of Hang Seng Life Limited, Hang Seng School of
Commerce and the Board of Trustees of the Lord Wilson
Heritage Trust. A Director of The Hongkong and Shanghai
Banking Corporation Limited, Great Eagle Holdings Limited
and Kowloon-Canton Railway Corporation. Chairman

of the Process Review Panel for the Securities and Futures
Commission and the Standing Committee on Directorate
Salaries and Conditions of Service of the HKSAR
Government. President of the Hong Kong Institute of
Bankers. Vice-Chairman of Business and Professionals
Federation of Hong Kong. A Committee Member of

the Chinese General Chamber of Commerce. A member of
the Standing Committee of the Beijing Municipal Committee
of the Chinese People’s Political Consultative Conference,
the Independent Commission on Remuneration for Members
of the Executive Council and the Legislature of the HKSAR
and the Board of the Community Chest of Hong Kong.
Court member of the Hong Kong University of Science and
Technology. Visiting professor of Zhejiang University of
China and Shenzhen University of China since September
2000 and April 2001 respectively. Honorary professor of
Southwestern University of Finance & Economics of China

since October 2000.




* Mr CHAN Cho Chak John ass, Jp

Age 60. Managing Director of The Kowloon Motor Bus
Company (1933) Limited. A Director of The Kowloon Motor
Bus Holdings Limited and Guangdong Investment Limited.
A Director and Chairman of RoadShow Holdings Limited.
Former member of the Hong Kong Civil Service from 1964
to 1978 and from 1980 to 1993. Key posts held in
Government included Private Secretary to the Governor,
Deputy Secretary {(General Duties), Director of Information
Services, Deputy Chief Secretary, Secretary for Trade and
Industry and Secretary for Education and Manpower.
Deputy Chairman of The Hong Kong Jockey Club. Chairman
of the Council of the Hong Kong University of Science and
Technology. A Board Member and Executive Committee
Deputy Chairman of the Community Chest. Awarded the
Gold Bauhinia Star by the HKSAR Government in July 1999.
Appointed a Director of the Bank in August 1995.

* Dr CHENG Yu Tung DPMS, DBA(Hon), LLD(Hon), DSSc{Hon)
Age 78. Chairman of New World Development Company
Limited. Managing Director of Chow Tai Fook Jewellery
Company Limited and a Director of Shun Tak Holdings
Limited. Appointed a Director of the Bank in March 1985.

Mr Simon Jeremy GLASS

Age 41. Chief Financial Officer of The Hongkong and
Shanghai Banking Corporation Limited since April 2003.
Appointed a Director of the Bank in May 2003.

Dr HO Tim Chev Leg d'Hon, JP, DSSc{Han), DBA(Hon), LLD(Hon)
Age 95. Joined the Bank in 1933. Appointed a Director and
General Manager in December 1952, A Vice-Chairman from
1967 to 1979. Honorary Chairman of Miramar Hotel and

Investment Company Limited. A Director of New World

*

*

*

Development Company Limited and King Fook Holdings
Limited. Permanent Member of the Board of Trustees

of United College of The Chinese University of Hong Kong.
A Council Member of The Chinese University of Hong
Kong. A Board Member of Hang Seng School of
Commerce. A Committee Member of Tang Shiu Kin and Ho
Tim Charitable Fund. Permanent President of Ho’s Clansmen
Association Limited. Honorary President of Pun U District
Association of Hong Kong and Honorary Permanent

President of The Chinese Gold & Silver Exchange Society.

Mr Jenkin HUI

Age 60. Director and Chief Executive of Pointpiper
Investment Limited. A Director of Central Development
Limited, Jardine Matheson Holdings Limited, Jardine
Strategic Holdings Limited and Hongkong Land Holdings
Limited. Appointed a Director of the Bank in August 1994,

Mr Peter LEE Ting Chang Jp

Age 50. Chairman of Hysan Development Company
Limited. A non-executive Director of Cathay Pacific Airways
Limited, SCMP Group Limited, Maersk {China) Shipping
Company Limited, and a Director of a number of other
companies. Vice President of the Real Estate Developers
Association of Hong Kong. Appointed a Director of the
Bank in August 2002.

Dr the Hon LI Ka Cheung Eric FHKSA, GBS, OBE, JP

Age 50. Senior partner of Li, Tang, Chen & Co., Certified
Public Accountants. Member of The Tenth National
Committee of Chinese People’s Political Consultative
Conference. Member of the Legislative Council of the
HKSAR ("LegCo”). Chairman of LegCo’s Public Accounts

Committee. Director of The Kowloon Motor Bus Holdings
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Limited, SmarTone Telecqmmunications Holdings Limited,

‘
Wong's International (Ho‘ldings) Limited, CATIC International
Holdings Limited, China Vanke Co, Ltd, China Resources
Enterprise Limited and BQsiness and Professionals
Federation of Hong Koné. President of Hong Kong Society
of Accountants in 1994. }\Aember of Hong Kong Monetary
Authority’s Deposit-taking Companies Advisory Committee
and Inland Revenue DepaLrtment’s User's Committee.
Awarded the Gold Bauhiriﬂa Star by the HKSAR Government
in July 2003. Appointed e? Director of the Bank in

February 2000. i

Dr LO Hong Sui Vincen;t GBS, JP

Age 55. Chairman and Chief Executive of Shui On Group.
Director of Great Eagle Hbldings Limited, a non-executive
Director of New World Cf}ﬂna Land Limited and an

independent non-executiT/e Director of China Telecom
Corporation Ltd. Membeﬁ of The Tenth National Committee
|
of Chinese People’s Political Consultative Conference. Vice
Chairman of All-China Feideration of Industry & Commerce.
President of the Business i:and Professionals Federation of
Hong Kong. President of iShanghai-Hong Kong Council for
the Promotion and Develcbpment of Yangtze. Economic
Adviser to the Chongqingi Municipal Government. Member
of HK US Business Councjil - HK Section. Court Member of
the Hong Kong University} of Science and Technology.
Awarded the Gold Bauhiﬁia Star by the HKSAR Government
in July 1998, Recipient of!the Businessman of the Year
award in the Hong Kong jBusiness Awards 2001, sponsored
by DHL and the South Ch\‘ina Morning Post. Awarded

Director of the Year in the category of Listed Company
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in 2002. Appointed a Director of the Bank in February 1999.

Mr LUK Koon Hoo Roger ip

Age 52. Joined the Bank in 1975. Appointed Director and
Deputy Chief Executive in October 1994. Managing Director
and Deputy Chief Executive since April 1996. A Director of
AXA General Insurance Hong Kong Limited and Wharf T&T
Limited. Vice President of the Hong Kong Institute of
Bankers. Chairman of the Board of Trustees of the Sir
Edward Youde Memorial Fund. Deputy Chairman of the
Advisory Committee on Human Resources Development in
the Financial Services Sector. A member of the Advisory
Committee to the Securities and Futures Commission and
the Broadcasting Authority. A Council Member and
Treasurer of The Chinese University of Hong Kong. A Board
Member of Hang Seng School of Commerce. A member of
the Board of Trustees of The Queen Mary Hospital
Charitable Trust.

Mr MOK Wai Kin FCCA, AHKSA, ACIS, ACIB

Age 55. Joined the Bank in 1966. Served in various
positions including retail banking, trade finance and internal
audit. Head of Audit Division from 1988 to July 1994.
Appointed Head of Retail Banking Division since August
1994. Appointed Senior Assistant General Manager in
January 1995, Deputy General Manager in July 1995 and
General Manager in January 1996. Appointed Director and
General Manager of the Bank in August 1999. Appointed
Managing Director and General Manager of the Bank since
Aprit 2000. Responsible for retail banking, private banking,

investment services and insurance business of the Bank.




*

*

Member of Hong Kong Monetary Authority’s Deposit-taking
Companies Advisory Committee. Court member of the
Hong Kong Baptist University. Vice-Chairman of the Board
of Li Po Chun United World College (Hong Kong), Limited

and a Board Member of Hang Seng School of Commerce.

Mr OR Ching Fai Raymond

Age 54. General Manager of The Hongkong and Shanghai
Banking Corporation Limited since February 2000.
Chairman of HSBC Insurance (Asia-Pacific) Holdings Limited.
A Director of Cathay Pacific Airways Limited, Esprit Holdings
Limited, Hong Kong Interbank Clearing Limited and
Hutchison Whampoa Limited. A Council Member of the
Hong Kong Trade Development Council. Chairman of The
Hong Kong Association of Banks in 2003. Appointed a
Director of the Bank in February 2000.

Dr SIN Wai Kin David DSSc(Hon)

Age 74. Chairman of Myer Jewelry Manufacturer Limited.
Vice-Chairman of Miramar Hotel and Investment Company
Limited. Executive Director of New Waorld Development
Company Limited. A Director of King Fook Holdings Limited.
Appointed a Director of the Bank in November 1991,

Mr Richard Yat Sun TANG mBa, BBS, JP

Age 51. Chairman and Managing Director of Richcom
Company Limited. A Vice Chairman of King Fook Holdings
Limited. A Director of Miramar Hotel and Investment
Company Limited and Hong Kong Commercial Broadcasting
Company Limited. Chairman of the Correctional Services

Children’s Education Trust Committee of the Correctional

*

Services Department, a member of the Executive
Committee of the Board of Management of the Chinese
Permanent Cemeteries, an Adjudicator of the Registration
of Persons Tribunal, a member of the HKSAR Passports
Appeal Board, a member of the Barristers Disciplinary
Tribunal Panel and a member of Customs & Excise Service
Children’s Education Trust Fund Investment Advisory Board.
Awarded "Justice of the Peace” in 1997. Awarded the
Bronze Bauhinia Star by the HKSAR Government in July
2000. Appointed a Director of the Bank in August 1995.

Independent non-executive Directors

Mr D G Eldon is a Director of HSBC Holdings plc and The Hongkong and
Shanghai Banking Corporation Limited. Mr Vincent H C Cheng is a Director
of The Hongkong and Shanghai Banking Corporation Limited. Mr Raymond
C F Or is General Manager of The Hongkong and Shanghai Banking
Corporation Limited. Mr S J Glass is a Director of HSBC Asia Holdings BV
and Chief Financial Officer of The Hongkong and Shanghai Banking
Corporation Limited. Each of HSBC Holdings plc, HSBC Asia Holdings BV and
The Hongkong and Shanghai Banking Corporation Limited has an interest in
the share capital of the Bank as disclosed under the provisions of Divisions 2

and 3 of Part XV of the Securities and Futures Ordinance.

SENIOR MANAGEMENT

Mr Vincent Hoi Chuen CHENG OBE, Jp
Vice-Chairman and Chief Executive

(Biographical details are set out on page 82)

Mr LUK Koon Hoo Roger Jp
Managing Director and Deputy Chief Executive

(Biographical details are set out on page 84)

Mr MOK Wai Kin FCCA, AHKSA, ACIS, ACIB
Managing Director and General Manager

(Biographical details are set out on page 84)
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Report of the Directoré

The Directors have pleasuire in presenting their report
together with the auditec}i accounts for the year ended
31 December 2003. ‘

\
Principal activities
The Bank and its subsidiairy and associated companies
are engaged in the provisiion of banking and related
financial services. ‘

Profits |

The consolidated profit 011;c the Bank and its subsidiary and
associated companies forlthe year is set out on page 103
together with particulars ‘\of dividends which have been

paid or declared. |
|

Major customers

The Directors believe thatithe five largest customers of the

Bank accounted for less tjhan 30% of the total of interest

income and other operatibg income of the Bank in the year.

Subsidiaries }

Particulars of the Bank's principal subsidiaries at

31 December 2003 are set out on page 148.

Share capital 1

No change in either the apthorised or issued share capital

took place during the yeafr.
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Donations
Charitable donations made by the Bank and its subsidiaries

during the year amounted to HK$12 million.

Directors

The Directors of the Bank who were in office at the end of
the year were The Honourable Lee Quo-Wei, Mr D G Eldon,
Mr Vincent H C Cheng, Mr John C C Chan, Dr Y T Cheng,
Mr S J Glass, Dr Ho Tim, Mr Jenkin Hui, Mr Peter T C Lee,
Dr the Hon Eric K C Li, Dr Vincent H S Lo, Mr Roger K H Luk,
Mr W K Mok, Mr Raymond C F Or, Dr David W K Sin and
Mr Richard Y S Tang.

Mr S C Penney resigned from the Board with effect from
23 April 2003 following his appointment as Senior
Executive Vice President and Chief Financial Officer of HSBC

North America.

Mr S J Glass was appointed a Director of the Bank with
effect from 22 May 2003. He retires under the provisions of
the Bank’s Articles of Association and, being eligible, offers

himself for re-election.

The Directors retiring by rotation in accordance with the
Bank’s Articles of Association are Mr Jenkin Hui, Dr the Hon
Eric K C Li and Dr David W K Sin, who, being eligible, offer

themselves for re-election.




No Director proposed for re-election at the forthcoming
Anhual General Meeting has a service contract with the
Bank which is not determinable by the Bank within one year
without payment of compensation (other than statutory

compensation).

No contract of significance, to which the Bank or any of its
holding companies or any of its subsidiaries or fellow
subsidiaries was a party and in which a Director of the Bank
had a material interest, subsisted at the end of the year or

at any time during the year.

Board Committees
The Board has set up two committees, namely the Executive

Committee and the Audit Committee.

Executive Committee

The Executive Committee meets regularly and operates as a
general management committee under the direct authority
of the Board. The members of the Executive Committee
include Mr Vincent H C Cheng (Chairman), Mr Raymond

C F Or, Mr Roger K H Luk and Mr W K Mok (Directors).

Audit Committee

The Audit Committee meets regularly with the senior
financial, internal audit and compliance management and
the external auditors to consider the Bank’s financial

reporting, the nature and scope of audit reviews and the

effectiveness of the systems of internal control and
compliance. The members of the Audit Committee are

Dr the Hon Eric K C Li (Chairman), Mr Richard Y S Tang and
Mr S J Glass, all of whom are non-executive Directors

of the Bank.

Code of Best Practice and Supervisory Policy

Manual on Corporate Governance of

Locally Incorporated Authorised Institutions

The Bank has complied throughout the year with the Code
of Best Practice adopted by the Bank, which includes all the
guidelines set out in Appendix 14 of the Rules Governing
the Listing of Securities on The Stock Exchange of Hong
Kong Limited (“the Listing Rules”), and has followed the
module on “Corporate Governance of Locally Incorporated
Authorised Institutions” under the Supervisory Policy
Manual issued by the Hong Kong Monetary Authority in
September 2001. Information about the Bank’s Corporate

Governance is given on pages 94 to 96.
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Report of the Directors continued

Directors’ interests 1 {all within the meaning of Part XV of the Securities and
At the end of the fmancigl year, the interests of the Directors  Futures Ordinance “SFQO") disclosed in accordance with the
in the shares, underlying jshares of equity derivatives Listing Rules were detailed below.

and debentures of the Bank and its associated corporations

‘
w e ereste imerents kot e
| (held as (Interests of (Interests of relevant
| beneficial spouse or controlled Other Total  issued share
i owner)  child under 18)  corporation) Interests Interests capital

Number of Ordinary SrJ\ares of

HK$5 each in the Bank

The Honourable Lee Quo-Wei 1,091,516 1,184,783 350,990  158,152% 2,785,441 0.15

Mr D G Eldon 300 - - - 300 0.00

Mr John C C Chan | - - - 1,000% 1,000 0.00

Dr Ho Tim ‘ 3,480,252 - - - 3,480,252 0.18

Mr Roger K H Luk | 1,983 2,500 - - 4,483 0.00

Mr W K Mok 1,625 - - - 1,625 0.00

Number of Ordinary Shiares of

US$0.50 each in HSBC Holdings plc

The Honourable Lee Quo-Wei 1,789,255 1,413,325 77,604 1,731,077 5,011,261 0.05

Mr D G Eldon : 46,189 905 - 289,829"7 336,923 0.00

Mr Vincent H C Cheng | 35,533 50,559 - 158,249 244,341 0.00

Mr John C C Chan 14,283 - - 3,000 17,283 0.00

Mr S J Glass 267 8,188 - 53,8157 62,270 0.00

Dr Ho Tim | 102,687 - - - 102,687 0.00

Mr Jenkin Hui 9,487 24,342 1,051,176% - 1,085,005 0.00

Dr the Hon Eric K C Li ‘ - 18,132 79,622 - 97,754 0.00

Mr Roger K H Luk ; 54,287 2,445 - 66,454 123,186 0.00

Mr W K Mok - - - 62,839" 62,839 0.00

Mr Raymond C F Or | 63,744 32,481 - 135,030 231,255 0.00
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Notes:

(1) The Honourable and Mrs Lee Quo-Wei together were entitled to controf
33.33% of the voting power at general meetings of a private company
which beneficially held all of those shares referred to above as his

corporate interests.

(2) 1,664,597 shares in HSBC Holdings plc were held by a charitable
foundation which is exempt from tax under section 88 of the Infand
Revenue Ordinance and of which The Honourable and Mrs Lee Quo-Wei
were members of the Board of Trustees. 158, 152 shares in the Bank
and 66,480 shares in HSBC Holdings plc were held by two trusts
of which Mrs Lee was one of the two trustees, Neither The Honourable
Lee Quo-Wei nor Mrs Lee was a beneficiary of the shareholdings
mentioned in this note.

(3} 1,000 shares in the Bank and 3,000 shares in HSBC Holdings plc were
held by a trust of which Mr and Mrs John C C Chan were beneficiaries.

(4) These shares are jointly held by Mr and Mrs D G Eldon.

(5) Mr Jenkin Hui was entitled to fully control the voting power at general
meetings of Parc Palais Incorporated, a private company, which
beneficially held all of those shares referred to above as his corporate

interests.

(6) Dr the Hon Eric K C Li was entitled to control no less than one-third of

the voting power at general meetings of a private company which

beneficially held all of those shares referred to above as his corporate

interests.

(7) These represent interests in (i} options granted to Directors under the

HSBC share plans to acquire ordinary shares of US$0.50 each in HSBC

Holdings plc and (ii) conditional awards to Directors of ordinary shares of

US30.50 each in HSBC Holdings pic under the HSBC Holdings pic

Restricted Share Plan, as set against their respective names below:

Options
(please refer to
the options table

Conditional awards of
shares under the
HSBC Holdings pic
Restricted Share Plan
(please refer to the
awards table below

below for details)  for further information) Total
Mr D G Eldon - 289,829 289,829
Mr Vincent H C Cheng 3,070 155,179 158,249
Mr S J Glass 41,348 12,467 53,815
Mr Roger K H Luk 2,927 63,527 66,454
Mr W K Mok 3,126 59,713 62,839
Mr Raymond C F Or 2,994 132,036 135,030
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Report of the Directors continued

At the end of the financial year, the undermentioned

Directors held unlisted ph}ysically settled options to

acquire the number of orldinary shares of US$0.50 each

Options exercised
during the year

in HSBC Holdings plc set against their respective names.

These options were granted for nil consideration by

HSBC Holdings plc.

Exercise price

Options held at {ordinary shares per share Date Exercisable Exercisable
. 31 December 2003 of US$0.50 each) in pence granted from until
i
Mr D G Eldon j - 36,0000 217.27 7 Mar 1995 7 Mar 1998 7 Mar 2005
| - 40,500™ 333.34 1 Apr 1996 1 Apr 1999 1 Apr 2006
Mr Vincent H C Cheng “ 3,070 - 534.96 & May 2003 1 Aug 2008 31 Jan 2009
|
Mr S J Glass | 17,550 - 637.54 29 Mar 1999 3 Apr2002 29 Mar 2009
|
1 6,500 - 746.00 3 Apr 2000 3 Apr 2003 3 Apr 2010
7,500 - 871.20 23 Apr 2001 23 Apr 2004 23 Apr 2011
7,000 - 840.50 7 May 2002 7 May 2005 7 May 2012
2,798 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
| 41,348
Mr Roger K H Luk } 1,248 - 539.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
1,679 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
2,927
\
|
Mr W K Mok ! 3,126 - 539.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
Mr Raymond C F Or - 21,0009 627.67 16 Mar 1998 16 Mar 2001 16 Mar 2008
; 1,875 - 539.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
‘\ 1,119 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006
|
: 2,994

Notes:

(1) At the date of exercise, 27 Ml\ay 2003, the highest price per share was 712p.

(2) At the date of exercise, 11 Nojvember 2003, the highest price per share was 900.5p
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At the end of the financial year, the interests of the Directors
in the conditional awards of shares made in favour of them
under the HSBC Holdings plc Restricted Share Plan and held
by a trust for ordinary shares of US$0.50 each in HSBC
Holdings plc were as follows:

Shares awarded

Awards  released and
made  transferred to
Awards held at  during the Director Awards held at

1 January 2003 the year during the year 31 December 2003"

Mr D G Eldon 221,883 85,750 31,182 289,829
Mr VincentH C Cheng 114,129 43,602 10,216 155,179
Mr S ) Glass 12,235 - - 12,467
Mr Roger K H Luk 48,639 12,235 - 63,527
Mr W K Mok 45,005 12,235 - 59,713
Mr Raymond C £ Or 81,553 44,450 - 132,036

Notes:

(1) This includes additional shares arising from scrip dividends.

(2) This represents the awards held by Mr S | Glass on 22 May 2003
when he was appointed a Director of the Bank.

All the interests stated above represent long positions.

As at 31 December 2003, no short positions were recorded
in the Register of Directors’ and Chief Executives’ Interests
and Short Positions required to be kept under section 352

of the SFO.

Save as disclosed in the preceding paragraphs, at no time
during the year was the Bank or any of its holding
companies or its subsidiaries or fellow subsidiaries a party
to any arrangement to enable the Directors of the Bank to
acquire benefits by means of the acquisition of shares in or

debentures of the Bank or any other body corporate.

No right to subscribe for equity or debt securities of the
Bank has been granted by the Bank to, nor have any such
rights been exercised by, any person during the year ended

31 December 2003.

Directors’ interests in competing businesses

Pursuant to Rule 8.10 of the Listing Rules, at the end of the
year, the following Directors had declared interests in the
following entities which compete or are likely to compete,

either directly or indirectly, with the businesses of the Bank:

The Honourable Lee Quo-Wei is a Director of New World

Finance Co. Ltd., which conducts money lending business.

Mr D G Eldon is a Director of HSBC Holdings plc, the
ultimate holding company of the Bank, and certain of its
subsidiaries, including The Hongkong and Shanghai
Banking Corporation Limited, the immediate holding

company of the Bank.
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Report of the Director# continued

Mr Vincent H C Cheng is;a Director of The Hongkong and
Shanghai Banking Corpojration Limited and HSBC Insurance
{Asia-Pacific) Holdings Lianited, a subsidiary of The
Hongkong and Shanghai|Banking Corporation Limited.

|
MrSJGlassisa Directoriof HSBC Asia Holdings BV, the
immediate holding comp}any of The Hongkong and
Shanghai Banking Corpojration Limited, and certain of its

R |
subsidiaries. |

|
Mr Roger K H Luk is a Diriector of AXA General Insurance

|
Hong Kong Limited, whicﬂh conducts general insurance

business.

Mr W K Mok is a Directo% of HSBC Asset Management
{Hong Kong) Limited and HSBC Investment Funds (Hong
Kong) Limited, subsid‘rariés of The Hongkong and Shanghai

|
Banking Corporation Limjted.
|

Mr Raymond C F Or is a Director of HSBC Insurance (Asia-
Pacific) Holdings Limited, |a subsidiary of The Hongkong and
Shanghai Banking Corporation Limited.

!

|
HSBC Holdings plc, throu}gh its subsidiaries and associated

undertakings, is engaged}in providing a comprehensive

range of banking, insuraqce and related financial services.
I

The entities in which the Pirectors have declared interests
are managed by separate|Boards of Directors and
management, which are %ccountable to their respective

shareholders.
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The Board of the Bank includes seven independent non-
executive Directors whose views carry significant weight in
the Board’s decisions. The Audit Committee of the Bank,
which consists of three non-executive Directors, meets
regularly to assist the Board of Directors in reviewing the
financial performance, internal control and compliance
systems of the Bank and its subsidiaries. The Bank is,
therefore, capable of carrying on its businesses
independently of, and at arm’s length from, the businesses

in which Directors have declared interests.

Directors’ emoluments

The emoluments of the Directors of the Bank (including
executive Directors and independent non-executive
Directors) on a named basis are set out on page 126 of the

Bank’s accounts for the year ended 31 December 2003.

Substantial interests in share capital

The register maintained by the Bank pursuant to the SFO
recorded that, as at 31 December 2003, the following
corporations had interests (as defined in that Ordinance) in

the Bank set opposite their respective names:

Number of Ordinary Shares
of HK$5 each in the Bank

Name of Corporation (Percentage of total)

The Hongkong and Shanghai
Banking Corporation Limited

HSBC Asia Holdings BV
HSBC Asia Holdings (UK)
HSBC Holdings BV

HSBC Finance (Netherlands)
HSBC Holdings plc

1,188,057,371 (62.14%)
1,188,057,371 (62.14%)
1,188,057,371 (62.14%)
1,188,057,371 (62.14%)
1,188,057,371 (62.14%)
1,188,057,371 (62.14%)




The Hongkong and Shanghai Banking Corporation Limited
is a wholly-owned subsidiary of HSBC Asia Holdings BV,
which is a wholly-owned subsidiary of HSBC Asia Holdings
(UK), which in turn is a wholly-owned subsidiary of HSBC
Holdings BV. HSBC Holdings BV is a wholly-owned
subsidiary of HSBC Finance (Netherlands), which in turn is
wholly-owned by HSBC Holdings plc. Accordingly, The
Hongkong and Shanghai Banking Corporation Limited’s
interests are recorded as the interests of HSBC Asia
Holdings BV, HSBC Asia Holdings (UK), HSBC Holdings BV,
HSBC Finance (Netherlands) and HSBC Holdings plc.

The Directors regard HSBC Holdings plc to be the
beneficial owner of 1,188,057,371 ordinary shares in the
Bank (62.14%,).

All the interests stated above represent long positions. As at
31 December 2003, no short positions were recorded in the
Register of Interests in Shares and Short Positions required

to be kept under section 336 of the SFO.

Purchase, sale or redemption of the Bank'’s

listed securities

During the year, there was no purchase, sale or redemption
by the Bank, or any of its subsidiaries, of the Bank’s listed

securities.

Supervisory Policy Manual on Financial Disclosure by
Locally Incorporated Authorised institutions
The accounts of the Bank for the year ended 31 December

2003 fully comply with the module on “Financial Disclosure

by Locally Incorpeorated Authorised Institutions” under the
Supervisory Policy Manual issued by the Hong Kong
Monetary Authority in November 2002.

Auditors

KPMG retire and, being eligible, offer themselves for
re-appointment. A resolution for the re-appointment of
KPMG as auditors of the Bank is to be proposed at the

forthcoming Annual General Meeting.

On behalf of the Board

David Eldon
Chafrman

Hong Kong, 1 March 2004
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Corporate Governance and Other Information

Corporate Governance
The Bank is committed tjo high standards of corporate

governance and has folltlawed the module on " Corporate

q

Governance of Locally Incorporated Authorised Institutions’
\

under the Supervisory P¢Iicy Manual issued by the Hong
Kong Monetary Authoritiy in September 2001. It has also
complied throughout the;e year with the Code of Best
Practice adopted by the ;Bank, which includes all the

guidelines set out in Apéendix 14 of the Rules Governing
the Listing of Securities c!m The Stock Exchange of Hong
Kong Limited {“the Listin}g Rules”).

|
Board of Directors \
The Board consists of 16idirectors with a variety of different
experience, whose brief %)iographical particulars are set

out on pages 82 to 85. A:\mong them, three are executive

directors, while the remaining 13 are non-executive

|
directors. Of the 13 non-

independent non-executive directors.
|

executive directors, seven are

The Board of Directors isicommitted to the Bank’s objectives

of consistently increasing; shareholder value and providing

) . | ) )
superior services. It sets strategies and monitors the

executive management. Ijt meets regularly and had nine
1
meetings in 2003. :

The Board has set up tvv¢ committees, namely, the

|
Executive Committee anq the Audit Committee. The

Executive Committee melets between Board meetings each

month and the Audit Corinmittee which is chaired by an

independent non-executiive Director meets regularly,

normally four times a year. Detalls of these two committees

|
are set out in the Report of the Directors on page 87.

|
|
|
i
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Internal Control
The Directors are responsible for internal control in the Bank

and its subsidiaries and for reviewing its effectiveness.

The internal control system of the Bank comprises a well-
established organisational structure and comprehensive
policies and standards. Areas of responsibilities of each
business and operational unit are clearly defined to ensure

effective checks and balances.

Procedures have been designed for safequarding assets
against unauthorised use or disposition; for maintaining
proper accounting records; and for the reliability of financial
information used within the business or for publication.
Such procedures can only provide reasonable and not

absolute assurance against material errors, losses or fraud.

Systems and procedures are in place in the Bank to identify,
control and report on the major types of risks including
credit, market, capital, liquidity and operational. These risks
are monitored by the Credit Committee, Asset and Liability
Management Committee and the Executive Committee.
Details of standards and procedures for management of
individual types of risks are set out in the Financial Review

section on pages 64 1o 81.

In addition, the Bank has developed procedures (ranging
from the money laundering deterrence programme to
health and safety rules) to manage reputational risks which

may arise as a consequence of its daily operations.

An annual operating plan is reviewed and approved by the

Board. Reports on business performance compared with




the plan are submitted to the Executive Committee and the
Board of Directors for regular monitoring. A strategy
is prepared every three to five years. The latest one was

approved by the Board in May 2003 for the next five years.

Internal audit plays an important role in the Bank's internal
control framework. It monitors the effectiveness of internal
control procedures and compliance with policies and
standards across all business and operational units. It also
advises management on operational efficiency and other
risk management issues. The work of the internal audit
function is focused on areas of greatest risk to the Bank as
determined by a risk assessment approach. The head of
internal audit of the Bank reports to the Chairman and the

Audit Committee.

A review of the effectiveness of the Bank’s internal control
system covering all controls including financial, operational
and compliance and risk management is conducted

annually.

Employee Remuneration
The Bank strives to attract, motivate and retain the very

best people.

The remuneration packages are structured to take due
account of levels and composition of pay and the market

positioning in the territories in which the Bank operates.

To motivate staff to attain the best performance, the Bank
adopts a performance-based remuneration system. Salaries

are reviewed annually in the context of individual and

business performance, market practice, internal relativities

and competitive market conditions.

In appropriate circumstances, performance-related variable
pay is provided as an incentive for staff. The level of the
performance-related payment will depend on the
performance of the Bank against the annual operating plan
and the individual concerned. Subject to the attainment of
predetermined targets, awards are made to staff under the
relevant HSBC Group share plans as long-term incentives.
In addition, eligible employees may subscribe to the HSBC

Holdings savings-related share option plan.

Employee Involvement/Staff Development

Effective communication channels are established to enable
two-way information exchange between the Bank and

its staff. Management-related matters such as the Bank’s
business direction, strategies and performance are
communicated to staff through various means including
internal business seminars, in-house magazines, morning
broadcasts, management communication sessions and
training programmes. Staff are welcome to give feedback
on issues of concern. They are further encouraged to bring
up ideas through participation in work improvement
programmes, cross-team projects and suggestion schemes.
All these help align the interests of the Bank with its staff in

achieving the Bank's business growth.
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Corporate Governance and Other Information continved

Staff development proérammes are provided. These
programmes not only Fiwelp staff members fulfil personal
career aspirations and lcontinuing professional training
requirements for the reiguJated businesses/activities, but also

|
enhance their ability to meet the Bank’s future challenges.
|

Code of Conduct ‘

To ensure that the Banli< operates with professional
competence and to a hjigh level of ethical standards, the
Bank has incorporated ‘a Code of Conduct in the Staff
Handbook which all sta:ff members are required to follow
strictly. The Code whidi] is in line with the relevant
regulatory guidelines ariwd other best industry practices, sets
out ethical standards and values staff are required to adhere
to and covers various Ielgal, regulatory and ethical issues
which include topics on; prevention of bribery, staff dealing

in securities, personal b‘;enefits and outside employment.

|
Staff members are reminded from time to time of the
|
requirements of the Co;de which is reviewed and updated

periodically. |

Health and Safety

The Bank recognises th% need for effective management of
health and safety in ord;er to provide a safe working
environment. The Bank’?s objectives are to identify health,
safety and fire risks in ajdvance, assess the attendant risks
and effect any necessar;‘\/ measures to remave, reduce or
control material risks of!fires and of accidents or injuries to

employees and visitors. ;

96

Health and safety standards, policies, rules and procedures
have been set up and are implemented by the Bank’s

Fire and Safety Officer. Dedicated commitment by all levels
of staff is fostered through various means, such as
periodic safety inspection, regular training courses and
annual evacuation drills for emergency situations, for

the compliance of both the statutory requirements and
internal policies, rules and procedures on health and

safety standards.

Communication with Shareholders

The Bank attaches great importance to communications
with shareholders and a number of means is used to
promote greater understanding and dialogue with
investment audiences. The Bank’s annual and interim results
announcements are webcast live. The Annual and Interim
Reports contain comprehensive information on business
strategies and developments. The Annual General Meeting
is an opportunity for communicating with shareholders and
Board members are available to answer questions on

the business. Designated senior executives maintain regular
dialogue with institutional investors and analysts to keep
them abreast of the Bank's development. The website
www. hangseng.com offers an investor relations section
and timely access to the Bank's press releases and other

business information.




Corporate Social Responsibility

As a socially responsible business, Hang Seng Bank is
committed to making a significant contribution to the well-
being of the communities in which it operates as well as

environmental protection.

The Bank firmly believes that by sharing its success with
communities and operating in an environmentally

responsible manner, it is helping to create a better future.

The Bank’s inclusion in the FTSE4Good Global Index is a

recognition of its socially responsible practices.

Community Activities

The Bank focuses on education, community services and
sports development in its philanthropic and sponsorship
activities, to support the disadvantaged and help enhance

the quality of life in Hong Kong.

In 2003-04, the Bank allocated 129 scholarships for local,
mainland China and overseas studies. This took the

total number of scholarships awarded since 1995 to nearly
680 and their value to more than HK$34 milfion.

The award of overseas scholarships to five Hong Kong

and Mainland students in 2003 tock the number of Hang
Seng Scholars benefiting from the Bank’s Overseas

Scholarship Scheme to 33.

The Bank’s initial three-year programme for the sponsorship
of the Hang Seng Table Tennis Academy ended in 2003,
benefiting more than 40,000 participants since the
Academy’s establishment in 2001. The Bank will continue to

sponsor the Academy from 2004-06 and the number of

participants is expected to increase to over 51,000. This will
take the Bank's total sponsorship for the Academy to
HK$7.3 million and for the promotion of table tennis since
1991 to about HK$20 million.

The Bank's sponsorship of “Blossom with Music” won the
Silver Award in the Hong Kong Arts Development Awards —
Arts Sponsorship Category, organised by the Arts
Development Council. This music-in-education programme
will teach music appreciation to 56,000 students in
2003-04, taking the total since 1998 to about 300,000

students.

The Bank launched a HK$75 million package of measures in
2003 to provide financial relief to individuals and businesses
affected by SARS and to promote local consumption. It also
contributed a total of HK$700,000 for SARS-related relief
and prevention work and the setting up of scholarship
schemes in memory of the two public hospital doctors who
died of SARS.

More than HK$1.2 million has been donated to the Sowers
Action since 1999 for the rebuilding of four schools in poor
areas in the Mainland, with a combined student population
of over 1,400. This included a primary school in Sichuan

in 2003.

The Bank'’s charitable donations in 2003 amounted to
HK$12 million, taking the total since 1993 to about
HK$115 million. The total includes over HK$15 million

for the Community Chest. Customers have donated




Corporate Social Resﬁonsibility continued
|
!

about HK$1.5 million toj charities through the Hang Seng

e-Donation Service sincje its December 2001 launch.
[

Employee volunteer probrammes are a key component

of the Bank’s commumt\jy activities. In recognition of this,
the Bank received the C:hampion of High Service Hour
Award 2002 (Private Oréanisation) from the government's
Social Welfare Departmént The Bank's staff serve on

many charities and public bodies.
|
The Bank was named a flaring Company for 2003-04 by

the Hong Kong Council Iof Social Service.

Environmental Enhanc‘iement

The Bank seeks to minimzise the environmental impacts
of its business and has bjeen drawing up a range of
management practices a%]med at promoting sustainable

development.

|
|
It has incorporated envirbnmental risk assessments into

i
credit decisions to ensure responsible financing. It has also

adopted the Equator Principles in its project financing.

}
An Environmental Manaéement Committee oversees
the implementation of ar}h environmental policy,
which came into effect 1r‘1 January 2003 and builds on the
Bank's long-established piractices. For details of the
environmental policy, ple:ase visit the Bank's website at

www.hangseng.com. |




Qur thanks go to...

the communities that support us. As a socially

responsible corporation, we share our gains with them < —

through philanthropic and sponsorship programmes // - ~_

ranging from local and overseas scholarships to table . ’/,__l N R
tennis development activities. < “ ., \
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Corporate Social Responsibility continued

The Bank is setting tarQets to improve its environmental
performance. It aims toi reduce greenhouse gas emissions by
5% from 2003-07 andithe consumption of office paper.
It has stepped up eﬁort}s to minimise waste generation and

|

increase recycling.

A Bank-wide “Green A%‘nbassador Scheme” was set up

in 2003 to encourage S}taﬁ to strive for continual
environmental improvefment and promote green practices.
About 120 staff memb(iers have been recruited as Green

Ambassadors.

Charitable donations to:tal\ing about HK$700,000 have
been made in lieu of seinding Christmas cards since 1996.
The Bank supports WWF Hong Kong as a diamond

corporate member. |
|

The Bank’s e-Card seriejs is the most comprehensive among
local financial institutioéws and more than 180,000 e-Cards
have been sent by custiomers and the public since the ,
launch of the service in/December 2001. The e-Card service
won a Gold Quill Avvarc%ﬂ from the International Association

of Business Communicétors in 2003.
|

The Bank continues to iincrease efforts to save resources

in-house and in custom}er transactions through electronic
communications and se;rvices. Reflecting its success,

the number of e-Bankirjg customers increased by 33.6%

to about 337,000 in 2003.
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mEREREAR

Consolidated Profit and Loss Account

ZZRF-FE+_A=Z+—BE2FEHE forthe year ended 31 December 2003 B i
(LEEFERLIIR) (Expressed in millions of Hong Kong dollars) note 2003 2002
BT~
restated™
FE M A Interest income 5(a) 12,846 14,960
Fle g Interest expense 5(b) (2,667) (4,155)
HRE WA Net interest income 10,179 10,805
Efb AR A Other operating income 5(c) 5,198 4,282
AL ON Operating income 15,377 15,087
M Operating expenses 5(d) (3,902) (3,832)
HRREBSR BT Operating profit before provisions 11,475 11,255
RImE A Provisions for bad and doubtful debts 5(e) (792) (571)
R Operating profit 37(a) 10,683 10,684
EVBATZSEREERE Profit on tangible fixed assets and
TR long-term investments 6 461 461
EEYEERHE Net deficit on property revaluation 23(a)&(d) (37) (36)
FEIRES DT 2% H Share of profits of associated companies 30 133
BB AT — BRI T Profit on ordinary activities before tax 11,137 11,242
— R 2 RIE Tax on profit on ordinary activities 7(a) {(1.423) (1,307)
BB 2 — R RIEHA Profit on ordinary activities after tax 9,714 9,935
BRI Minority interests (175) (15)
FITREREE BT Profit attributable to shareholders 8 9,539 9,920
R—A—BZREHF Retained profits at 1 January
s BEBESHHENT ® 3s previously reported 19,242 19,499
o SHIIEMNE AR ¢ arising on change in accounting policy 198 254
o BEFEHBRIR e 3s restated ) 30 19,440 19,753
BEPTHEGHEBZINE Transfer of depreciation to premises
revaluation reserve 30 68 79
ELITHREEMEM Realisation on disposal of premises and
TIE CEHHEE investment properties 30 23 9
BELEHFE Exchange and other adjustments 30 18 3
552 Dividends 9(a)&30 (9,368) (10,324)
Rt -—A=+—B2RE%EF Retained profits at 31 December 30 19,720 19,440
HK$ HK$
ERER Earnings per share 10 4.99 5.19
SFIEKE Dividends per share 9(a) 4.90 5.40

*CZEFFZETET AX
THMERE ERERET
ZH(EET) [FIBHE mEH
PR -HENRE-BENE
ZHE2 [ EHBEREZER]E
Fo

E-BR/\REE-BN+TZRZH
BOBEREREZ -5 -

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement of
Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of which are set
out in note 2 “Change in accounting policy” on page 109.

The notes on pages 108 to 183 form part of these accounts.
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mEREREXT

Consolidated Balance Sheet

—ETE=E+-A=+-8 | at 31 December 2003 o
(LEEEETLIIR) (Expressed in millions of Hong Kong dotlars) note 2003 2002
B35
restated*
BE Assets
BEEESRELEEs Cash and short-term funds 12 71,903 77,784
—f@A DM:ZEEW?E&@% Placings with banks maturing after one month 13 18,029 30,919
R Certificates of deposit 14 28,683 30,120
BEEERRZES Securities held for dealing purposes 15 1,232 1,198
EEER Advances to customers 16 229,466 224,562
ERZRATRASE | Amounts due from immediate holding company
MBARRER ‘ and fellow subsidiary companies 18 13,715 7,471
R EIR Long-term investments 20 113,881 79,169
A YNSIEE Investments in associated companies 22 549 672
ERETEE Tangible fixed assets 23 9,565 10,439
HipgE Other assets 24 15,936 12,320
| | 502,959 474,654
=L | Liabilities
R FERECER | Current, savings and other deposit accounts 26 439,913 413,693
BEXES | f Deposits from banks 27 1,202 1,072
EBERARERSER Amounts due to immediate holding company
MBABIEFER and fellow subsidiary companies 18 2,412 1,615
HEihaE Other liabilities 28 19,147 14,745
462,674 431,125
EERRIE Capital Resources
DB R g Minority interests 644 444
B Share capital 29 9,559 9,559
fEE Reserves 30 26,641 27,217
BRR S Proposed dividends 9 3,441 6,309
BRES Shareholders’ funds 39,641 43,085
40,285 43,529
502,959 474,654
YEx EELR David Eldon Chairman

BSR SEFRFTHEH
FRE EF

SRR HE

CCER-EZETRE B
TEREEEHERENE+
ZEE(I5ET) [FIBRE MEH
PR HEFRE—EBENE
THE2 [GHER BB E
e ‘
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Vincent H C Cheng Vice-Chairman and Chief Executive

Eric K C Li Director

KW Ma Secretary

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement of
Standard Accounting Practice 12 (revised) (HKSSAP 12) on "Income taxes”, details of which are set
out in note 2 “Change in accounting policy” on page 1089.

The notes on pages 108 to 183 form part of these accounts.




BEERMEX

Balance Sheet

—ER=F+=-A=+—1H at 31 December 2003 Bt
(BB BETEIR) (Expressed in millions of Hong Kong dollars) note 2003 2002
EHBIT
restated*
BE Assets
EEHSREHES Cash and short-term funds 12 40,085 42,814
—EAU Lz ERATREE Placings with banks maturing after one month 13 15,928 22,877
FEE Certificates of deposit 14 28,662 29,672
BEBERBCES Securities held for dealing purposes 15 1,093 1,113
EFER Advances to customers 16 170,495 158,085
EBERLRRAG % Amounts due from immediate holding
LI INEIDSEN company and fellow subsidiary companies: 18 7,949 3,806
MBAaRIRE Amounts due from subsidiary companies 19 110,378 125,509
RHBRE Long-term investments 20 85,937 51,875
MEBLRIRE Investments in subsidiary companies 21 1,997 2,027
EREERE Tangible fixed assets 23 7,183 7,891
HMEE Other assets 24 8,815 7,480
478,532 453,149
RE Liabilities
EX - BEREMER Current, savings and other deposit accounts 26 430,009 404,279
BEZESA Deposits from banks 27 1,192 702
EBZERRARFASE Amounts due to immediate holding company
FELORER and fellow subsidiary companies 18 2,358 1,588
MEBALRTER Amounts due to subsidiary companies 898 381
Hitg{E Other liabilities 28 14,472 12,193
448,929 419,143
BEERK Capital Resources
g Share capital 29 9,559 9,559
R Reserves 30 16,603 18,138
BIRRE Proposed dividends 9 3,441 6,309
BRREE Shareholders’ funds 29,603 34,006
478,532 453,149
XBER BEER David Eldon Chairman
BBR SEZTRRTEH Vincent H C Cheng Vice-Chairman and Chief Executive
TRE EF Eric K C Li Director
TEE WE KW Ma Secretary
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* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement of
Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of which are set
out in note 2 “Change in accounting policy” on page 109.

The notes on pages 108 to 183 form part of these accounts.
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GAERBREER

Consolidated Statement of Changes in Equity

E-BE-FE+_F=+—B2E£E for the year ended 31 December 2003 BtEE
(ARBBEETUIIR) (Expressed in millions of Hong Kong dollars) note 2003 2002
2727k
restated*
R—A—BZBREESME  Shareholders' funds at 1 January
o R BESHEEINT e as previously reported 43,564 44,952
c BHERNE AR e arising on change in accounting policy (479} (561)
 REFSHBENT e as restated 43,085 44,391
BERITUHRBEZRE Decrease in revaluation reserve of premises 30 (285) (344)
BRELEHERERSE =%  Deferred tax adjustment on revaluation
BREETIEEY of premises arising from
BIERIE ‘ adoption of HKSSAP 12 (80) 29
ERRENERELAE Decrease in revaluation reserve of
f investment properties 30
o IRITRMBLE e Bank and subsidiary companies (273) (270
o Bt AT e associated company (125) (13)
RERERESERE Long-term equity investment revaluation reserve 30
o REH Y SEE/ (HE) o unrealised gain / (deficit) on revaluation 410 (840)
e AHERGARERLENE o realisation on disposal (410) (423)
B2 iEE
?E%.Si%%‘?r%i‘%i%ﬁw%;—%: Deferred tax adjustment on revaluation
RAZEGAREREMEE of long-term equity investment arising from
BRI adoption of HKSSAP 12 (2) -
BREREMFRE ‘ Exchange and other adjustments 30 18 3
EERRESAERZ Net losses recognised in the shareholders' funds
FEE ‘ for the year {747) (1,858)
EERHESSEF Profit attributable to shareholders for the year 9,539 9,920
i% 2 Dividends (12,236) (9,368)
wt+—Fz+—82 Shareholders’ funds
BRES R at 31 December 39,641 43,085
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*Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement of
Standard Accounting Practice 12 (revised) (HKSSAP 12) on "Income taxes”, details of which are set
out in note 2 “Change in accounting policy” on page 109.

The notes on pages 108 to 183 form part of these accounts.




FERERBREER

Consolidated Cash Flow Statement

EZZET=F+-AZ+—B2FHHE for the year ended 31 December 2003 B
(BBERBRLIIR) (Expressed in millions of Hong Kong dollars) note 2003 2002
RELEZTHIESHATE  Netcash inflow from operating activities 31(a) 33,566 4,681
REREZBHZREHE Cash flows from investing activities
TEBEDREIZES Net cash outflow from investment in

it 4] an associated company - (35)
BB 2 A F IR & Dividends received from an associated company 24 38
B ARHERE Purchase of long-term investments (98,041) (96,052)
HESBLORBREME Proceeds from sale or redemption of

long-term investments 69,710 61,213

BAEVETEE Purchase of tangible fixed assets (142) (195)
HEETETEENRE Proceeds from sale of tangible fixed assets 35 14
WEEEIREF 8 Interest received from long-term investments 2,496 1,908
WE B ERIR B A Dividends received from long-term investments 56 98
BEEE e HEsE Net cash outflow from investing activities (25,862) (33,011)
REREZIH>HERE Cash flows from financing activities
2IRAR 2 Dividends paid (10,324) (9,368)
LERFINES Contribution from minority shareholders - 25
MEZHESRELES Net cash outflow from financing activities (10,324) (9,343)
HEeREEBELEEZEY Decrease in cash and cash equivaients (2,620) (37,673)
HKR—A—BzBESRER Cash and cash equivalents

HE$BE at 1 January 76,817 111,206
GNEE S i s dE gk 2o Effect of foreign exchange rate changes 3,378 3,284
R+=-—A=+—-BzEB% Cash and cash equivalents

BEGESIES at 31 December 31(b) 77,575 76,817

FeRERRZHERAR
BREMEHEF SR -12E
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The components of cash and cash equivalents have been reclassified, in light of their liquid nature, to

include cash and balances with banks maturing within one month (previously bank balances maturing

within three months had been included), and treasury bills and certificates of deposit with less than

three months' maturity from the date of acquisition. The figures for 2002 have been restated.

The notes on pages 108 to 183 form part of these accounts.
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Notes on the Accounts

Year ended 31 December 2003
(Figures expressed in millions of Hong Kong Dollars unless otherwise indicated)
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1. Basis of preparation

(a) These accounts have been prepared in accordance with all applicable Hong Kong Financial
Reporting Standards (which includes all applicable Statements of Standard Accounting Practice
and Interpretations) issued by the Hong Kong Society of Accountants, accounting principles
generally accepted in Hong Kong and the requirements of the Hong Kong Companies
Ordinance. In addition, these accounts comply fully with the module on “Financial Disclosure
by Locally Incorporated Authorised Institutions” under the Supervisory Policy Manual issued
by the Hong Kong Monetary Authority. These accounts also comply with the applicable
disclosure provisions of the Rules Governing the Listing of Securities on The Stock Exchange

of Hong Kong Limited.

(b) The consolidated accounts comprise the accounts of Hang Seng Bank Limited (“the Bank”)
and all its subsidiary and asscciated companies (“the Group”) made up to 31 December. The
consolidated accounts include the attributable share of the results and reserves of associated
companies based on accounts made up to dates not earlier than six months prior to 31

December. All significant intra-group transactions have been eliminated on consolidation.

{c) The accounts have been prepared under the historical cost convention, as modified by the
revaluation of certain securities and premises and investment properties as set out in the

accounting policies in notes 4(e) and 4(f) respectively.

(d) The accounting policies used in the preparation of these accounts are consistent with
those used in the previous year except for those set out in note 2 “Change in accounting

policy”.
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2. Change in accounting policy

In prior years, deferred tax liabilities were provided for using the liability method in respect of
the taxation effect arising from all material timing differences between the accounting and
tax treatment of income and expenditure, which were expected with reasonable probability
to crystallise in the foreseeable future. Deferred tax assets were not recognised unless their
realisation was assured beyond reasonable doubt. With effect from 1 January 2003, the Group
has changed its policy for deferred tax in order to comply with Hong Kong Statement of
Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income Taxes” issued by the Hong
Kong Society of Accountants. Details of the new policy are set out in note 4(j) “Income tax”
on page 119. The balances of deferred tax assets and deferred tax liabilities in the consolidated
balance sheet at 31 December 2003 were HK$52 million and HK$643 million respectively
(HK$73 million and HK$635 million respectively at 31 December 2002). The deferred tax
released to the profit and loss account in 2003 was HK$49 million, compared with a charge of
HK$41 million in 2002.

The adoption of HKSSAP 12 represents a change in accounting policy which has been applied
retrospectively. The change in accounting policy has been reflected by way of a prior year
adjustment and the comparative figures for 2002 have been restated to conform with the

current year's presentation accordingly.
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3. Nature of business
The Group is engaged primarily in the provision of banking and related financial services.
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4. Principal accounting policies
(a) Income recognition
Interest income is recognised in the profit and loss account as it accrues, except in the case of

doubtful debts (note 4(c)).
Fee and commission income is accounted for in the period when receivable, except where the fee

is charged to cover the costs of a continuing service to or risk borne for the customer, or is interest

in nature. In these cases, it is recognised on an appropriate basis over the relevant period.
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Notes on the Accounts continued

4. Principal accounting policies continued

{b) Goodwill

Goodwill or discount arises on the acquisition of subsidiary and associated companies when the
cost of acquisition differs from the fair value of the Group's share of separable net assets acquired.
For acquisitions made on or after 1 January 1998, goodwill is included in the balance sheet in
"QOther assets” and discount on acquisition is included in “Other liabilities” and they are amortised
over their estimated lives on a straight line basis. For acquisitions prior to 1 January 1998, goodwill
was charged against "Reserves” and discount on acquisition was credited to "Reserves” in the

year of acquisition.

On disposal of the subsidiary or associated companies, any goodwill or discount on acquisition
previously taken directly to reserves or not yet amortised in the profit and loss account is included
in the Group’s share of net assets of the company in the calculation of the profit or loss on disposal

of the company.

(c) Doubtful debts and provisions

(i) Loans are designated as doubtful as soon as management has doubts as to the ultimate
recoverability of principal or interest or when contractual payments of principal or interest are 90
days overdue. When a loan is considered doubtful, interest will be suspended and a specific provision

raised if required.

However, the suspension of interest may exceptionally be deferred for up to 12 months past

due in the following situations:

* where cash collateral is held covering the total of principal and interest due and the right of
set-off is in place;

* where the value of net realisable tangible collateral is considered more than sufficient to
cover the full repayment of all principal and interest due and credit approval has been given
to the rolling-up or capitalisation of interest payments; or

* for portfolios of small homogeneous loans where provisions are made on a portfolio basis
using the roll rate methodology, interest income will continue to accrue after the account is
90 days overdue and the interest will be included as part of the loan balance for the purpose

of making provisions.
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4. Principal accounting policies continued
It is the Group’s policy to make provisions for bad and doubtful debts promptly where required
and on a prudent and consistent basis. There are two basic types of provisions, specific and

general, each of which is considered in terms of the charge and the amount outstanding.

(i) Specific provisions
Specific provisions represent the quantification of actual and expected losses from identified

accounts and are deducted from loans and advances in the balance sheet.

Other than where provisions on small balance homogenous loans are assessed on a portfolio

basis, the amount of specific provision raised is assessed case by case. The amount of specific

provision raised is the Group’s conservative estimate of the amount needed to reduce the

carrying value of the asset to the expected uitimate net realisable value, and in reaching a

decision consideration is given, among other things, to the following factors:

« the financial standing of the customer, including a realistic assessment of the likelihood of
repayment of the loan within an acceptable period;

= the Group's aggregate exposure to the customer;

o the likely dividend available on liquidation or bankruptcy;

e the realisable value of any collateral for the loan;

¢ the costs associated with obtaining repayment and realisation of the collateral; and

e if loans are not in local currency, the ability of the borrower to obtain the relevant foreign

currency.

For portfolios of small homogeneous loans, specific provisions are made on a portfolio basis
using the roll rate methodology or similar formulaic approach. Roll rate methodology is a
statistical analysis of historical trends of the probability of default and amount of consequential
loss, assessed at each time period for which payments are overdue and takes into account
other historical data and an evaluation of current economic conditions to calculate an

appropriate level of specific provisions based on expected loss.
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Notes on the Accounts continued

4. Principal accounting policies continued

(c) Doubtful debts and provisions continued

(iii) General provisions

General provisions augment specific provisions and provide cover for loans which are impaired
at the balance sheet date but which will not be identified as such until some time in the
future. The Group maintains general provisions which are determined taking into account the
structure and risk characteristics of the Group’s loan portfolio and the expected loss of the
individual components of the loan portfolio based primarily on the historical loss experience.
Historic levels of latent risk are regularly reviewed to determine that the level of general
provisioning continues to be appropriate. General provisions are deducted from loans and

advances to customers in the balance sheet.

{(iv) Loans on which interest is being suspended

Interest suspended on doubtful debts is netted in the balance sheet against “Advances to
customers” and accrued interest receivable in “Prepayments and accrued income”. On receipt
of cash (other than from the realisation of collateral), suspended interest is recovered and
taken to the profit and loss account. A specific provision of the same amount as the interest
receipt is then raised against the principal balance. Amounts received from the realisation of
collateral are applied to the repayment of outstanding indebtedness, with any surplus used to

recover any specific provisions and then suspended interest.

(v) Non-accrual loans

Where the probability of receiving interest payments is remote, interest is no longer accrued.

Loans are not reclassified as accruing until interest and principal payments are up-to-date and

future payments are reasonably assured.

(vi) Write-off of loans
Where the loan has no reasonable prospect of recovery, the loan and related suspended interest
are written off. Credit card and unsecured personal loans are normally charged off after 210

days overdue.
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4. Principal accounting policies continued

(c) Doubtful debts and provisions continued

(vii) Rescheduled advances

Rescheduled advances are those which have been rescheduled or renegotiated for reasons
related to the borrower’s financial difficulties. Rescheduling activity is designed to maximise
cash recovery on overdue accounts by slowing down the formal steps in collection management
to allow qualifying customers to repair or renegotiate satisfactory maintenance of their
accounts. This will normally involve the granting of concession terms and resetting the overdue
account to non-overdue status. A rescheduled advance will continue to be disclosed as such
unless the debt has been performing in accordance with the rescheduled terms for a period of
six to twelve months. Rescheduled advances which have been overdued for more than three
months under the rescheduled terms are reported as "overdue advances” in accordance with
the module on “Financial Disclosure by Locally Incorporated Authorised Institutions” under

the Supervisory Policy Manual issued by the Hong Kong Monetary Authority.

(viii) Assets acquired in exchange for advances

Assets acquired in exchange for advances in order to achieve an orderly realisation continue
to be reported as advances. The asset acquired is recorded at the carrying value of the advance
disposed of at the date of the exchange, and provisions are made based on any subsequent

deterioration in its value.

(d) Translation of foreign currencies

Assets and liabilities denominated in foreign currencies are translated into Hong Kong dollars
at the rates of exchange ruling at the year-end. The results of overseas branches and subsidiary
companies are translated into Hong Kong dollars at the average rates of exchange for the

year.

Exchange differences arising from the retranslation of opening foreign currency net investments
and exchange differences arising from retranslation of the result for the year from the average
rate to the exchange rate ruling at the year-end are accounted for in “Retained profits”,

Other exchange differences are recognised in the profit and loss account.
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Notes on the Accounts continued

4. Principal accounting policies continued

(e) Investments

(i) Securities held for dealing purposes and long-term investments

Debt securities in respect of which the Group has the expressed intention and ability to
hold until maturity are classified as “Held-to-maturity securities” and are included in the
balance sheet in the categories of "Treasury bills”(included in “Cash and short-term
funds”),

maturity debt securities are included in the balance sheet at cost less provision for any

“Certificates of deposit” or “Long-term investments” as appropriate. Held-to-

impairment (note 4(g)).

Where dated debt securities have been purchased at a premium or discount, those
premiums and discounts are amortised through the profit and loss account over the period
from the date of purchase to the date of maturity. These securities are included in the
balance sheet at cost adjusted for the amortisation of premiums and discounts arising on

acquisition. The amortisation of premiums and discounts is included in “Interest income”.

Any profit or loss arising on disposal of held-to-maturity securities prior to maturity or on
transfer to securities held for dealing purposes is included in the profit and loss account

as it arises and is included in”Profit on tangible fixed assets and long-term investments”.

Equity shares intended to be held on a continuing basis are classified as "Long-term
investments” and are included in the balance sheet at fair value. Gains and losses arising
from changes in fair value are accounted for as movements in the “Long-term equity
investment revaluation reserve”. When an investment is disposed of or the investment is
determined to be impaired, the cumulative profit or loss, including any amounts previously
recognised in the long-term equity investment revaluation reserve, is included in the profit

and loss account for the year in “Profit on tangible fixed assets and long-term investments".

Other securities are classified as held for dealing purposes and included in the balance
sheet at fair value in the categories of “Treasury bills” (included in “Cash and short-term
funds”),

Changes in fair value of such assets are recognised in the profit and loss account as

“Certificates of deposit”, or "Securities held for dealing purposes” as appropriate.

"Dealing profits” as they arise.
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4. Principal accounting policies continued

(e) Investments continued

Where securities are sold subject to a commitment to repurchase them at a predetermined
price, they remain in the balance sheet and a liability is recorded in respect of the consideration
received. Conversely, securities purchased under analogous commitments to resell are not
recognised in the balance sheet and the consideration paid is recorded in "Cash and short-
term funds” where the counterparty is a bank or in “Advances to customers” where the

counterparty is a non-bank customer,

(ii) Investments in subsidiary companies
Investments in subsidiary companies are stated at cost less provision for any impairment (note

4(g)) as determined by the Directors in the Bank’s balance sheet.

(iii) Investments in associated companies

Investments in associated companies are stated at the Group's attributable share of the net
assets of the associated companies using the equity method of accounting in the Group's
consolidated balance sheet and are stated at cost less provision for any impairment (note 4(g))

as determined by the Directors in the Bank's balance sheet.

(f) Tangible fixed assets
(i) Premises are stated at valuation less depreciation calculated to write off the assets over

their estimated useful lives as follows:

¢ freehold land is not depreciated,
¢ leasehold land is depreciated over the unexpired terms of the leases; and
¢ buildings and improvements thereto are depreciated at the greater of 2% per annum on the

straight line basis or over the unexpired terms of the leases.
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Notes on the Accounts continved

4, Principal accounting policies continued

(f) Tangible fixed assets continued

(i) Premises are revalued by professionally qualified valuers with sufficient regularity to ensure
that the net carrying amount does not differ materially from the fair value. Surpluses arising
on revaluation are credited firstly to the profit and loss account to the extent of any deficits
arising on revaluation previously charged to the profit and loss account in respect of the same
premises, and are thereafter taken to the “Premises revaluation reserve”. Deficits arising on
revaluation are firstly set off against any previous revaluation surpluses included in the “Premises
revaluation reserve” in respect of the same premises, and are thereafter taken to the profit

and loss account.

(i) Investment properties are stated in the balance sheet at their open market values which
are assessed by professionally qualified valuers. Surpluses arising on revaluation on a portfolio
basis are credited to the "investment properties revaluation reserve”. Deficits arising on
revaluation on & portfolio basis are firstly set off against any previous revaluation surpluses

and thereafter taken to the profit and loss account.

Investment properties held on leases with 20 years or less to expiry are stated at valuation less

depreciation calculated to write off the assets over the remaining terms of their leases.

(iv) Equipment, comprising furniture, plant and other equipment, is stated at cost less

depreciation calculated on the straight line basis to write off the assets over their estimated

'useful lives, which are generally between 3 and 10 years.

(v) On disposal of premises, investment properties and equipment, the profit or loss is calculated
as the difference between the net sales proceeds and the net carrying amount. Surpluses
relating to premises disposed of included in the " Premises revaluation reserve” are transferred
as movements in reserves to “Retained profits”. Surpluses or deficits relating to investment
properties disposed of included in the "Investment properties revaluation reserve” are

transferred as movements in reserves to “Retained profits”.
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4. Principal accounting policies continued

(9) Impairment

At each balance sheet date, the Group reviews the carrying amounts of its assets (cther than
premises and investment properties carried at revalued amounts and investment securities
carried at fair value and customer advances stated net of provisions) to determine whether
there is any indication that those assets, mainly including held-to-maturity securities,
investments in subsidiary and associated companies, are impaired. If the recoverable amount
of an asset is estimated to be less than its carrying amount, the carrying amount of the asset
is reduced 1o its recoverable amount. The recoverable amounts of assets subject to impairment
assessment is determined, in case of held-to-maturity securities, by reference to quoted market
price and, in case of investments in subsidiary and associated companies, based on valuation
of the Directors on an appropriate valuation basis such as net asset value or net present value

of future cash flows.

Impairment losses are recognised in the profit and loss account immediately. A reversal of
impairment losses is limited to the asset’s carrying amount that would have been determined
had no impairment loss been recognised for the asset in prior years. Reversals of impairment

losses are credited to the profit and loss account in the year in which the reversals are recognised.

(h) Finance and operating leases

Leases under which substantially all the risks and benefits of ownership are transferred to the
lessees are classified as finance leases. Where the Group is a lessor under finance leases, an
amount representing the net investment in the lease is included in the balance sheet as
"Advances to customers”. Finance income implicit in the lease payment is recognised as
“Interest income"” over the period of the leases in proportion to the funds invested. Hire
purchase contracts having the characteristics of finance leases are accounted for in the same

manner as finance feases.

Other leases are classified as operating leases. Where the Group is a lessor under cperating
leases, the leased assets are included in “Tangible fixed assets”, and where applicable, are
depreciated in accordance with the Group’s depreciation policy as set out in note 4(f). Rentals
receivable under operating leases are recognised as “Other operating income” in equal
instalments over the accounting periods covered by the lease term. Contingent rentals
receivable are recognised as income in the accounting period in which they relate to. Payments
made under operating leases are charged to the profit and loss account as “Premises and
equipment expenses” in equal instalments over the accounting periods covered by the lease
term. Contingent rentals payable are written off as an expense of the accounting period in

which they are incurred.
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Notes on the Accounts continued

4, Principal accounting policies continued

(i) Employee benefits

(i) Salaries, annual bonuses, paid annual leave, leave passage and the cost to the Group of
non-monetary benefits are accrued in the year in which the associated services are rendered
by the employees. Provision is made in respect of paid leave entitlement accumulated during
the year, which can be carried forward into future periods for compensated absence or payment

in lieu if the employee leaves employment.

(ii) The Group provides retirement benefits for staff members and operates defined benefit
and defined contribution schemes and participates in mandatory provident fund schemes in

accordance with the relevant laws and regulations.

The retirement benefit costs of defined benefit schemes charged to profit and loss account
are determined by calculating the current service cost, interest cost and expected return on
scheme assets in accordance with a set of actuarial assumptions and taking into account the

amount of net actuarial losses required to be recognised.

The Group’s net obligation in respect of defined benefit schemes is calculated separately for
each scheme by estimating the amount of future benefit that employees have earned in return
for their service in the current and prior years; that benefit is discounted to determine the
present value, and the fair value of any scheme assets is deducted. The discount rate is the
yield at the balance sheet date on high guality corporate bonds that have maturity dates
approximating the terms of the Group's obligation. The calculation is performed by a qualified

actuary using the Projected Unit Credit Method.

In calculating the Group's obligation in respect of a scheme, to the extent that any cumulative
unrecognised actuarial gain or loss exceeds 10% of the greater of the present value of the
defined benefit obligation and the fair value of plan assets, that portion is recognised in the
profit and loss account over the expected average remaining working lives of the employees

participating in the scheme. Otherwise, the actuarial gain or loss is not recognised.

Where the calculation of the Group's net obligation results in a negative amount, the asset
recognised is limited to the net total of any cumulative unrecognised net actuarial losses and
past service costs and the present value of any future refunds from the scheme or reductions

in future contributions to the scheme.
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4. Principal accounting policies continued

(i) Employee benefits continued

The retirement benefit costs of defined contribution schemes and mandatory provident fund
schemes are the contributions made in accordance with the relative scheme rules and are
charged to the profit and loss account of the year. Contributions to the schemes vest

immediately.

(iii) The Group participates in the share compensation plan operated by the HSBC Group for
acquisition of HSBC Holdings plc shares. For the share option plan where such options are
granted at fair value, no compensation costs are recognised. For the savings-related share
option plan where options are granted at a discount of not more than 20% to fair value, no
compensation cost is recognised for such awards. For the restricted share award plan, the
Group’s share of cost for acguisition of shares for the conditional award under such plan is

charged to ”Staff costs” over the period in respect of which the performance condition applies.

{j) Income Tax

(i) Income tax for the year comprises current tax and movements in deferred tax assets and
liabilities. Current tax and movements in deferred tax assets and liabilities are recognised in
the profit and loss account except to the extent that they relate to items recognised directly in

reserves, in which case they are recognised in reserves.

(i) Current tax is the expected tax payable on the taxable income for the year, using tax rates
enacted or substantively enacted at the balance sheet date, and any adjustment to tax payable

in respect of previous years.

(iii) Deferred tax assets and liabilities arise from deductible and taxable temporary differences
between the carrying amounts of assets and liabilities for financial reporting purpose and the
tax bases respectively. Deferred tax assets also arise from unused tax losses and unused tax

credits.
Deferred tax liabilities are generally recognised for all taxable temporary differences. Deferred

tax assets are recognised to the extent that it is probable that taxable profits will be available,

against which deductible temporary differences can be utilised.
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Notes on the Accounts continued

4, Principal accounting policies continued

(j) Income tax continued

Deferred tax is calculated at the tax rates that are expected to apply in the year when the
liability is settled or the asset is realised. Deferred tax assets and liabilities are not discounted.
The carrying amount of deferred tax assets/liabilities is reviewed at each balance sheet date
and is reduced to the extent that it is no longer probable that sufficient taxable profit will be

available to allow the related tax benefit to be utilised.

(iv) Current tax balances and deferred tax balances, and movements therein, are presented
separately from each other and are not offset. Current tax assets are offset against current tax
liabilities, and deferred tax assets against deferred tax liabilities if, and only if, the Bank or the
Group has the legally enforceable right to set off current tax assets against current tax liabilities.
The principle of offsetting usually applies to income tax levied by the same tax authority on

same taxable entity.

(k) Off-balance sheet financial instruments

Off-balance sheet financial instruments, commonly referred to as derivatives, are contracts
the characteristics and value of which are derived from those of the underlying assets, interest
and exchange rates or indices. They include futures, forwards, swap and options transactions
in the foreign exchange, interest rate and equity markets. Netting is applied where a legal

right of set-off exists.

The accounting for these instruments is dependent upon whether the transactions are

undertaken for dealing or non-dealing purposes.

(i) Dealing transactions
Transactions for dealing purposes include those undertaken for proprietary purposes and

to service customers’ needs, as well as any related hedges.

Transactions undertaken for dealing purposes are marked-to-market and the net present value
of any gain or loss arising is recognised in the profit and loss account as “Dealing profits”,
after appropriate deferrals for unearned credit margin and future servicing costs. Off-balance
sheet dealing transactions are valued by reference to an independent liquid price where this is
available. For those transactions where there are no readily quoted prices, market values are
determined by reference to independently sourced rates, using valuation models. Adjustments

are made for illiquid positions where appropriate.
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4, Principal accounting policies continued

(k) Off-balance sheet financial instruments continued

Assets, including gains, resulting from off-balance sheet exchange rate, interest rate and equities
contracts which are marked-to-market are included in "Other assets”. Liabilities, including

losses, resulting from such contracts, are included in “Other liabilities”.

(ii) Non-dealing transactions

Non-dealing transactions are derivatives which are held for hedging purposes as part of the
Group’s risk management strategy against assets, liabilities, positions or cash flows measured
on an accruals basis. Non-dealing transactions include qualifying hedges and positions that

synthetically alter the characteristics of specified financial instruments.

Non-dealing transactions are accounted for on an equivalent basis to the underlying assets,
liabilities or net positions. Any profit or loss arising is recognised on the same basis as that

arising from the related assets, liabilities or positions.

To qualify as a hedge, a derivative must effectively reduce the price or interest rate risk of the
asset, liability or anticipated transaction to which it is finked and be designated as a hedge at
inception of the derivative contract. Accordingly, changes in the market value of the derivative
must be highly correlated with changes in the market value of the underlying hedged item at
inception of the hedge and over the life of the hedged contract. If these criteria are met, the
derivative is accounted for on the same basis as the underlying hedged item. Derivatives used

for hedging purposes include swaps, forwards and futures.

interest rate derivatives are also used to alter synthetically the interest rate characteristics of
financial instruments. In order to qualify for synthetic alteration, a derivative instrument must
be linked to specific individual or pools of similar assets or liabilities by the notional principal
and interest rate risks of the associated instruments, and must achieve a result that is consistent
with defined risk management objectives. Interest rate derivatives for synthetic alteration are
accounted for on an accruals basis with the relative income and expense accounted for as

“Interest income” and "Interest expense"” respectively.

Any gain or loss on termination of non-dealing derivatives is deferred and amortised to the
profit and lass account over the original life of the terminated contract. Where the underlying
asset, liability or position is sold or terminated, the non-dealing derivative is immediately

marked-to-market through the profit and loss account.
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Notes on the Accounts continued

4. Principal accounting policies continued

(k) Off-balance sheet financial instruments continued

Derivatives that do not qualify as hedges or synthetic alterations after inception are marked-
to-market through the profit and loss account, with gains and losses included in “Dealing

profits”.

(I) Long-term assurance business

The value placed on the Group’s interest in long-term assurance business includes a prudent
valuation of the discounted future earnings expected to emerge from business currently in
force, taking into account factors such as recent experience and general economic conditions,
together with the surplus retained in the long-term assurance funds. These are determined
annually in consultation with independent actuaries. Changes in the Group’s value of long-
term assurance business are reported in the profit and loss account either as “Share of profit
of associated companies” or “Other operating income” depending on the Group’s interest in
the entity operating the long-term assurance business. Long-term assurance assets and liabilities
attributable to policyholders are recognised in the Group’s accounts in “Other assets”and

“Other liabilities" respectively.

{m) Related parties

For the purposes of these accounts, parties are considered to be related to the Group if the
Group has the ability, directly or indirectly, to control the party or exercise significant influence
aver the party in making financial and operating decisions, or vice versa, or where the Group
and the party are subject to common control or common significant influence. Related parties

may be individuals or other entities.

(n) Segmental analysis
Segmental information is presented in respect of business and geographical segments. Business
segment information, which is more relevant to the Group in making operating and financial

decisions, is chosen as the primary reporting format.

(o) Cash and cash equivalents
For the purposes of the cash flow statement, cash and cash equivalents comprise cash and
balances with banks maturing within one month, and treasury bills and certificates of deposit

with less than three months’ maturity from the date of acquisition.
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4. Principal accounting policies continued

(p) Dividends

Dividends proposed or declared after the balance sheet date are disclosed as a separate

component of shareholders’ funds. Dividend income from subsidiaries, associates and jointly

controlled entities is recognised as income in the Bank's profit and loss account in the

accounting period in which the dividends are declared.

5. BERN
FEEEERNCHETNRER:
(F) HBIKA

5. Operating profit
The operating profit for the year is stated after taking account of;
(a) Interest income

2003 2002
EEEEF KA Interest income on listed investments 973 706
FELTEHFFIWA Interest income on unlisted investments 2,643 2,217
HipF 8l A Other interest income 9,230 12,037
12,846 14,960

(Z) HEZH {b) Interest expense
2003 2002

C BEHNB e ETEFZAERD Interest expense on debt securities in issue maturing

after five years 44 43
Bt H S X Other interest expense 2,623 4,112
2,667 4,155

123




BRIEME &

5. EXBH &

Notes on the Accounts continued

5. Operating profit continued

() Rt EE R A (c) Other operating income
2003 2002
fR 2 A i Dividend income
o« ETEHIRE » listed investments 52 82
« JELTEERE « unlisted investments 40 17
92 99
BHEELRES Fees and commissions
e BHRLEREMBRSE e securities/stockbroking 361 244
cTEREES s retait investment funds 921 700
R * insurance 82 343
« RERH * account services 21 255
« EX * remittance 132 128
o EAF » cards 551 598
o FEER « credit facilities 231 270
o AD/ EOHE * import/export 223 217
« Zftp * other 192 147
REEBRESIA Fees and commissions receivable 2,904 2,902
REERASIH Fees and commissions payable (349) (297)
2,555 2,605
EERF Dealing profits
o SNE « foreign exchange 764 604
«ERERHEMBEEY « securities and other trading activities 43J L 16
807 620
REERER Insurance underwriting 1,144 333
BEMEZHRSHA Rental income from investment properties 210 225
Hit Other 390 400
5,198 4,282
(T) B4 (d) Operating expenses
2003 2002
AZER Staff costs
s HeREMAZER * salaries and other costs 1,860 1,867
o IRREFIFTEIE ‘ * retirement benefit costs:
- DRESENHE (Wit36(2) —defined contribution schemes (note 36(b)) 18 18
- AEMEBFEE (HE36(FNZ) — defined benefit schemes (note 36(a)(iii)) 165 174
‘ 2,043 2,059
W& F23(F) Depreciation (note 23(a)) 329 352
EBHERERESRR Premises and equipment
« HEXH s rental expenses 178 171
o At * ather 629 641
807 812
HibiEEgH Other operating expenses 723 609
3,902 3,832
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5. Operating profit continued

(LX) REBEEE (e) Provisions for bad and doubtful debts
£HE Group #R17 Bank
2003 2002 2003 2002
REREBFEID/(BE) Net charge/(release) for bad and
doubtful debts
EFEERMFEI6(A) Advances to customers (note 16(c))
HREE Specific provisions
o FiRE * new provisians 1,167 1,231 871 975%
o & o releases (315) (285) (289) (207)
o WEIE MBRERTE * recoveries (54) (45) (40) (25)
798 901 542 743
—RR S General pravisions (6) (330) 24 (1719
SEHBRREEE Net charge to profit and loss account 792 571 566 572
() FHTENBBEMALZHE (f) The emoluments of the five highest paid individuals
(—) BeL2H {i) The aggregate emoluments
2003 2002
FERBOWE Salaries, allowances and benefits in kind 23 25
RAREREEMEZER Pension contributions 2 2
FRTER Discretionary bonus 1 -
26 27

(Z) ANERFHAL 2 HEREATIE
&

(ii) The numbers of the five highest paid individuals whose emoluments fell within the

following bands were:

2003 2002
AB A
Number of Number of
individuals individuals

BT HKS
3,500,001 - 4,000,000 3,500,001 - 4,000,000 1 1
4,000,001 - 4,500,000 4,000,001 - 4,500,000 - 1
4,500,001 - 5,000,000 4,500,001 - 5,000,000 2 -
5,000,001 - 5,500,000 5,000,001 - 5,500,000 1 1
5,500,001 - 6,000,000 5,500,001 - 6,000,000 - 1
7,500,001 - 8,000,000 7,500,001 - 8,000,000 1 1
5 S

INEBHFMALTREZNRTEE(ZF
BoF D) -RFEFZEEHECRER
Py EES (BR) /A

Included in the emoluments of the five highest paid individuals were the emoluments of three

(2002: three) Executive Directors. Their respective directors’ emoluments have been included

in note 5(g).
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Notes on the Accounts continued

5. Operating profit continued

(g) Directors’ emoluments

The emoluments of the Directors of the Bank calculated in accordance with section 161 of the

Hong Kong Companies Ordinance were:

HER BERRE
BN B
Salaries, ZHR
EE  allowances Pension and BRITEA
& and benefits pension Discretionary EL T
Fees in kind contributions bonus Total Total
2003 2002
'000 '000 '000 '000 '000 ‘000
HITESs Executive Directors
WER S Mr Vincent H C Cheng 100 6,636 451 501 7,688 7,538
EHEsiL Mr Roger K H Luk 80 4,782 468 149 5,479 5,270
XEfgkx Mr W K Mok 80 4,024 397 127 4,628 4,448
FHTES Non-Executive Directors
MERET The Honourable Lee Quo-Wei 135 - - - 135 135
NEHEE ‘ Mr D G Eldon 135 - - - 135 135
BN iE(RZEBE=E MrSC Penn‘ey

MR —+=H®E) (Resigned on 23 Apr 03) 27 0 - - - 27 80
BEEXE (RZTE= Mr S} Glass

AEZ+Z-8%%) (Appointed on 22 May 03) 53 ™ - - - 53 -
FIEE L AE Mr Raymond C F Or 801" - - - 80 80
FRiEZELE @ Mr John C C Chan @ 80 - - - 80 80
BwpEL @ DrY T Cheng @ 80 - - - 80 80
AR B+ Dr Ho Tim 80 - 227 - 307 307
HEREL® Mr Jenkin Hui @ 80 - - - 80 80
MESEL 2 (RZBE=F DrHC Llee®@

mAZ+ 00 HEE) ‘ (Resigned on 24 Apr 02) - - - - - 27
FEELE® (RZTEZE Mr Peter T C Lee @

NAZBEFE) (Appointed on 3 Aug 02) 80 - - - 80 33
ZREFZFE Dr the Hon Eric K C Li @ 80 - - - 80 80
BRBEL Dr Vincent H S Lo 80 - - - 80 80
HHEEEL @ Dr David W K Sin @ 80 - - - 80 80
HEZLE @ Mr Richard Y S Tang @ 80 - - - 80 80
RGEE Past Directors - - 1,962 - 1,962 1962

1,410 15,442 3,505 777 21,134 20,575
—EE-F 2002 1,390 15,329 3,520 336
BeE: Notes :

VIRELEBEABEE LTEERTERA
FES ERUWEFTHSHEEELSE
BRITER AR

@ BUIEMITES

) Fees receivable as a Director of Hang Seng Bank Limited were surrendered to The Hongkong
and Shanghai Banking Corporation Limited in accordance with the HSBC Group's internal

policy.

@ Independent Non-Executive Director.

(¥) BEMEA (h) Auditors’ remuneration
! £8 Group 817 Bank
: 2003 2002 2003 2002
ZBAR TS Audit services 8 8 6 6
R ERTE Non-zudit services 2 3 2 3
10 11 8 9
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6. FRBEERERRHMREZEBH

6. Profit on tangible fixed assets and long-term investments

2003 2002
HERBRERES HF Profit on disposal of long-term equity investments
s BRER—A—BEGHERER » realisation of amounts previously recognised
ZEE in revaluation reserves at 1 January 418 528
s ZEFZEE ° l0ss arising in current year (8) (105)
410 423
HERZHREBEFZEMAEE Profit less loss on disposal of held-to-maturity debt securities 48 46
HEFHRETEEZ BFRAEIE Profit less loss on disposal of tangible fixed assets 3 1
REREREES Provision for impairment of fong-term investments - (9)
461 461
7. 818 7. Taxation
(F)REBBRRERN HEERNT: (a) Taxation in the consolidated profit and loss account represents:
2003 2002
BHHF
restated*
FEERE - TRNGHER Current tax - provision for Hong Kong profits tax
AEEFHIE Tax for the year 1,443 1,287
BEFEREEERD Over-provision in respect of prior years (39) (59)
1,404 1,228
FEEBE - FEUNZBE Current tax - taxation outside Hong Kong
AEERE Tax for the year 4 6
BEEEHREEREZD Qver-provision in respect of prior years (14) -
(10) 6
BESIE A7£25(F)) Deferred tax (note 25(a))
EFEEECEREEERED Origination and reversal of temporary differences 70 53
HMELAY-A-BEEHEER S Effect of increase in tax rate on deferred tax balances at 1 january (9 -
BRATEETNACHBEERS Benefit of previously unrecognised tax losses now recognised (36) -
25 53
BEBEATZRIE Share of associated companies’ taxation 4 20
RERESG Total charge for taxation 1,423 1,307
BRHE Effective tax rate 12.8% 11.6%

CIRFCEZETHY BEATRNEEE
SEBEHEL R (BE) (FREEIT
EFPR-HIENRE-EENRZMF2
[t BB EB BT

AEFHEDU-SEZERTRMBLF
EERRATRELEZEHERBANE
BENEGREED 2T LHANE(ZTE -
FBAHZTR) REEENITREBIASZ
BRRAUTTREZEERMERRE
AN ERERREES.

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong
Statement of Standard Accounting Practice 12 (revised) (HKSSAP 12) on "Income taxes”,
details of which are set out in note 2 "Change in accounting policy” on page 1089.

The current tax was provided for based on the estimated assessable profit in 2003 and, for

the Bank and subsidiaries operating in the Hong Kong SAR, using the Hong Kong profits tax

rate of 17.5% (2002:16.0%). For subsidiaries and branches operating in other jurisdictions,

the appropriate tax rates prevailing in the countries in which they operate are used.
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Notes on the Accounts continued

7. Taxation continued

(b) Reconciliation between taxation charge and accounting profit at applicable tax rates:

£ Group
2003 2002
BT
restated*
BEiana® Profit befare tax 11,137 11,242
BREEFGHEES 2 T HHA Notional tax on profit before tax, calculated at
HEZBEREBE(CERCF: 852217 Hong Kong tax rate of 17.5% (2002: 16.0%) 1,949 1,798
THEERE I HEER: Tax effect of :
HMEREKRER ‘ « different tax rates in other countries/areas (241) (261)
e NERBKNAZES « non-deductible expenses 26 33
s BEMNERBZEE « non-taxable income (129) (119)
s REES ZHEER ‘ « unused tax losses arise in current year 1 -
s REFANEZHHER, « previous tax losses utilized in current year (42) (14)
« BB RIRE o investment in partnerships (79) (71
s BFRBRERENTAS s increase in tax rate during the year
FHREREER on opening deferred tax balances (9) -
« BIEFEERIFEFERD e over-provision in prior years (53) (59)
ERFHERE Actual charge for taxation 1,423 1,307

(F) BERBERPIE@EE] (MiE24) o
TR @] (e 2 HBEmmT:

{c) Taxation in the balance sheets which is included in "Other assets” (note 24) or "Other

fiabilities” (note 28) represents:

#£8 Group #R17 Bank
2003 2002 2003 2002
EH T EHFT
restated* restated*
[EnEEIREBE: Including in “QOther assets”:
I E 2 AREATR IR Current taxation recoverable - 3 - -
BERIE (H1524 R 25(F)) Deferred taxation (notes 24 & 25(z)) 52 73 - -
52 76 - -
[Emad AEak: Including in “Other liabilities”:
BREFEBHES (B728) Provision for Hong Kong profits tax (note 28) 519 229 479 180
BRI HIERER (H15328) Provision for taxation outside Hong Kong
; (note 28) 4 20 2 17
RIEFRIR (BY3325(F) }228) Deferred taxation (notes 25(a) & 28} 643 635 427 433
: 1,166 884 908 630

* CERCEIETHT HRTRATES
STEBERIET W (BT [(MBHER
BT -HEHRE-BEARZHH2
[BHEEZEBI BT

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement
of Standard Accounting Practice 12 (revised) (HKSSAP 12) on "Income taxes”, details of
which are set out in note 2 "Change in accounting policy” on page 109.




8. FITRRES 2 EH

FORREEZANPHBEEENTZER
ZTERERA(ZE2-F:BBNATNE

ATRBERL) ERARITZRIAN-

FERBITENE LR 2BAHEX:

8. Profit attributable to shareholders
Of the profit attributable to shareholders, HK$8,335 million (2002: HK$8,865 million) has

been dealt with in the accounts of the Bank.

Reconciliation of the above amount to the Bank's profit for the year:

2003 2002
BHIIR

restated*

FITRREE/ZANMENRITE
ARLE

WBRERFENREZRE
REBFZHS

FEFZRITER (B3 30)

* SRR _FIETHT FHEITREMEES
FTERERE T 8 (1531 TFIBHEI M
EMIT -FBEIRE-BFARZN 2

Amount of consolidated profit attributable to shareholders

dealt with in the Bank's accounts 8,335 8,865
Dividends declared during the year by subsidiary companies

from retained profits - 2,413
The Bank's profit for the year (note 30) 8,335 11,278

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement
of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of
which are set out in note 2 "Change in accounting policy” on page 109.

(Bt EZEH] AT
9. ERRE 9. Dividends per share
(F) X FEEEZRE (a) Dividends attributable to the year
2003 2002
BRBE BROEH
pershare B¥EHET pershae BETETT
HK$ HKS million HK$ HK$ million
E—RTH First interim 2.10 4,015 2.10 4,015
EZRKFH Second interim 1.00 1,912 2.80 5,353
EZRPH Third interim 1.80 3,441 - -
R Rl 5 Special interim - - 0.50 956
4,90 9,368 5.40 10,324

(Z) EE/ERRFRREZRE:

(b) Dividends attributable to the previous year, approved and paid during the year:

2003 2002
EFRAEMRIENER 2 ERRERHP Second and special interim dividends in respect of the previous year,
HRSAERBEEZAZA(ZER S approved and paid during the year, of HK$3.30 per share
BREE _TN\A) {2002: HK$2.80 per share) 6,309 5,353
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SRENDRERAEEATEEST
NEBR(CET-E2EREEATAE
STFER)REEFOTEERNETENY
tAB—F-ENATOETFLEZ AR
(B-TT-FER) HE-

Notes on the Accounts continued

10. Earnings per share
The calculation of earnings per share was based on earnings of HK$9,539 million (HK$9,920
million in 2002) and on the weighted average number of ordinary shares in issue of

1,911,842,736 shares (same as 2002).

1. BESH

() #BEE

BESFT UABS SRRERBER
WEES ERADESAREAS BEEY
BHEZ ARREMASFHRY BH-HA
SEEASEEREL Y EERARAEY
EEBAHE - SHLREHENREYE.
EPEHEL RS RER (R ET
BEEWARELHENIBEE S A,

SEY T ELBEAATAER-BARTER
AEABERERGRE (BEER A E
REREMTEER REVEK (SERR
RiEE) HRRIEBRERET I LLE
BRzBAREREIRARK - IHREE
BBEBAERALCERABESER
B IR AR L EAERAATILED
URBFESZBE EEADHES BRI
ERFELZENSRTBERIBA L
ERTBEEEEREES THRE NE
SEREEERRE
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11. Segmental analysis

(a) By business segment

For the purpose of segmental analysis, the allocation of revenue reflects the benefits of capital
and other funding resources allocated to the business or geographical segments by way of
internal capital allocation and funds transfer pricing mechanisms. Cost allocation is based on
the direct cost incurred by the respective segments and apportionment of management
overheads. Rental charges at the market rate for usage of premises are reflected as inter-
segment income for the "Other” segment and inter-segment expenses for the respective

business segments.

The Group comprises five business segments. Personal Financial Services provides banking
services (including deposits, credit cards, mortgages and other retail lending) and wealth
management services {including insurance and investment) to personal customers. Commercia!
Banking manages middle market and smaller corporate relationships and provides trade-related
financial services. Corporate and Institutiona! Banking handles the relationships with large
corporate and institutional customers. Treasury engages in interbank and capital market
activities and proprietary trading. Treasury also manages the funding and liquidity positions
of the Bank and other market risk positions arising from banking activities. Other mainly
represents shareholders’ funds management and investments in premises, investment

properties and long-term equities.
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11. Segmental analysis continued

(F) 2B5E 7 (a) By business segment continued
—BR=H 2003
IEk
BART TRBE BEB
3 BIERIT % W% R8s
Personal ¥ Corporate & W& Hit Inter-
Financial ~ Commercial institutional 51 EL segment &
Services Banking Banking Treasury QOther Elimination Total
WARZH
Income and expenses
RN BWA
Net interest income 6,175 1,064 543 1,874 523 - 10,179
EEWA
Operating income 3,167 930 218 509 374 - 5,198
BEBBA
Inter-segment income - - - - 345 (345) -
BEZRA
Total operating income 9,342 1,994 761 2,383 1,242 (345) 15,377
BEX
Operating expenses * (2,518) (799) (111) (148) (326) - (3,902)
BB
Inter-segment expenses (276) (57) (7) (5) - 345 -
HEERS R 2 EERA
Operating profit before provisions 6,548 1,138 643 2,230 916 - 11,475
RERER
Provisions for bad and doubtful debts (930) 11 127 - - - (792)
BERF
Operating profit 5,618 1,149 770 2,230 916 - 10,683
EVEEEERRPIREZEF
Profit on tangible fixed assets and
long-term investments 12 28 - 48 373 - 461
BtYEEEE
Net deficit on property revaluation - - - - (37 - (37)
FEREE DR 2R F]
Share of profits of associated companies - - - - 30 - 30
BRI —REREH
Profit on ordinary activities before tax 5,630 1,177 770 2,278 1,282 - 11,137
BEEBERERBEMENM L E
Profit on ordinary activities before
tax as a percentage of total 50.6% 10.6% 6.9% 20.4% 11.5% - 100.0%
K BEBKBHZEEHF
Operating profit excluding inter-segment
transactions 5,894 1,206 777 2,235 571 - 10,683
CEETHEENE
* Including depreciation (122) (20) (2) (2) (183) - (329)
BEE
Total assets 137,988 31,749 68,393 242,014 22,815 - 502,959
3R
Total liabilities 344,281 72,625 19,760 7,225 18,783 - 462,674
BEATRE
Investments in associated companies - - - - 549 - 549
FREXMX
Capital expenditure incurred during the year 77 19 4 1 41 - 142

131




FRIEMIEE 2

Notes on the Accounts continued

M. RESH & 11. Segmental analysis continued
(F) $%88 = (a) By business segment continued
ZEE-F 2002
IfAR
BAET TRIETE BE%
% EES:3h ES U5 K8
Personal B Corporate & B& Hit Inter-
Financial ~ Commercial Institutional ES E$8 segment BE
Services Banking Banking Treasury Other Efimination Total
WARE
Income and expenses
B BUA
Net interest income 6,583 1,023 640 1,731 828 - 10,805
BRI
Operating income 2,422 881 253 350 376 - 4,282
BEBLA
Inter-segment income - - - - 408 (408) -
mEZWA
Total operating income 9,005 1,904 893 2,081 1,612 (408) 15,087
BEZ W
Operating expenses * (2,450) (803) (111 (132) (336) - (3,832)
BEBI L
Inter-segment expenses (327) (67) (8) (6) - 408 -
HREEERIZEERN
Operating profit before pravisions 6,228 1,034 774 1,943 1,276 - 11,255
RERES
Provisions for bad and doubtful debts (785) 48 166 - - - (571)
EERT
Operating profit 5,443 1,082 940 1,943 1,276 - 10,684
EXEERERREREZHS
Profit on tangible fixed assets and
long-term investments 21 28 - 45 367 - 461
ERYMERRE
Net deficit on property revaluation - - - - (36) - (36)
FBRBME LB AR ‘
Share of profits of associated companies 88 - - - 45 - 133
BRI —RESERT
Profit on ordinary activities before tax 5,552 1,110 940 1,988 1,652 - 11,242
FEERERERFEMENZ LE
Profit on ordinary activities before
tax as a percentage of total 49.4% 9.9% 83% 17.7% 14.7% - 100.0%
FEHEEBR B ZEEHF
Operating profit excluding inter-segment
transactions 5,770 1,149 948 1,949 868 - 10,684
FERETUHOENE
* Including depreciation (125) (22) 3 2) (200) - (352)
BEE
Total assets 137,762 25,937 64,783 222,879 23,293 - 474,654
#8E
Total liabilities 317,076 70,538 11,746 8,360 23,405 - 431,125
BELRKE ‘
Investments in associated| companies - - - - 672 - 672
FRESMX
Capital expenditure incurred during the year 120 21 4 2 48 - 195
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(Z) W BEBE3F
WEBEHSENERNBARZETEE R
HEBRTEBEEREENELFEZBIH
DITHERE S

11. Segmental analysis continued
{b) By geographical region

Geographical segments are classified by the location of the principal operations of the subsidiary

companies or, in the case of the Bank itself, by the location of the branches responsible for

reporting the results or advancing the funds.

2003 2002
% %
EEEYWA Total operating income
(EHBRMEZE) (net of interest expense)
EE Hong Kong 13,981 91 13,293 88
ZM Americas 1,322 8 1,72 1
Hfy Other 74 1 73 1
15,377 100 15,087 100
BB —B¥EERR Profit on ordinary activities before tax
5% Hong Kong 9,781 88 9,474 84
EJ0 Americas 1,295 11 1,699 15
Hit Other 61 1 69 1
11,137 100 11,242 100
FRAEEMX Capital expenditure incurred during
the year
&% Hong Kong 130 92 187 96
=M Americas - - i 1
Hit Other 12 8 7 3
142 100 195 100
BEE Total assets
EE Hong Kong 427,539 85 394,165 83
EPl Americas 65,204 13 72,359 15
Hfp Other 10,216 2 8130 2
502,959 100 474,654 100
E =Rt Total liabilities
B Hong Kong 449,243 97 416388 97
=M Americas 8,376 2 9,444 2
Hit Other 5,055 1 5293 1
462,674 100 431,125 100
REEERAR Contingent liabilities and commitments
B Hong Kong 107,588 98 106,470 99
Z=M Americas 122 - - -
Hfp Other 1,671 2 1,092 1
109,381 100 107,562 100
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12. BFERERANES

Notes on the Accounts continued

12. Cash and short-term funds

%£E Group #R7T Bank
2003 2002 2003 2002
EGReREHEER Cash in hand and balances with banks
HEMoags and other financial institutions 4,780 3,518 4,769 3,481
BER-BARIBZ Money at call and placings with banks
THTFHRRE maturing within one month 62,566 67,170 30,759 34,821
BE5 Treasury bills 4,557 7,096 4,557 4,512
71,903 77,784 40,085 42,814
EHFSWFEHmMT: Treasury bills are analysed as follows:
BEEERS Held for dealing purposes
s DTEE * at fair value 484 2,152 484 2,152
BESR Held-to-maturity
s BRKA * at amortised cost 4,073 4,944 4,073 2,360
» DREE * at fair value 4,073 4,944 4,073 2,360
EFZEDEH R Remaining maturity of treasury bills:
« Z{HAA * within three months 174 5,777 174 3,534
s ZHEAMEE—%F * one year or less but over three months 4,383 1,319 4,383 978
4,557 7,096 4,557 4,512
13. —BAN L2 ERBEHRE % 13. Placings with banks maturing after one month
£ & Group #R1T Bank
2003 2002 2003 2002
TR S RS Remaining maturity:
s —~EANLFE=@A * three months or less but over one month 15,576 27,996 13,577 21,947
s ZEARULEE—F * one year or less but over three months 2,253 2,923 2,151 930
s —FLFERF * five years or less but over one year 200 - 200 -
18,029 30,919 15,928 22,877
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14. FHE

14. Certificates of deposit

&8 Group #R1T Bank
2003 2002 2003 2002
ZHHE B RSB Remaining maturity:
o =8B A IEENEEE » three months or less but not
repayable on demand 1,870 1,772 1,867 1,604
s —BAULE~F  one year or less but over three months 10,171 7,312 10,161 7,035
s —EPFERE » five years or less but over one year 16,642 21,036 16,634 21,033
28,683 30,120 28,662 29,672
RIEREBE Held for dealing purposes
¢ AFEE * at fair value 12 165 - 160
BEHE Held-to-maturity
o BERAK e at amortised cost 28,671 29,955 28,662 29,512
o NTEE ¢ at fair value 28,925 30,254 28,916 29,811

RIBEZF UERKKIARFHERS
ERRLERR (CER - BBCERT

ZHEL) e

In 2003, there were no certificates of deposit intended to be held to maturity disposed of

prior to their final maturities (2002: HK$342million).

15. BIFEEARZES

15. Securities held for dealing purposes

%@ Group 817 Bank
2003 2002 2003 2002
REEE At fair value
BBES Debt securities
BAEBERT Issued by public bodies
o AR RHRET » central governments and central banks 1,058 1,105 1,058 1,105
o« HAp D HHE « other public sector entities 43 49 17 8
1,101 1,154 1,075 1,113
BEMABERS Issued by other bodies
s MEREMSREE * banks and other financial institutions 108 44 - -
o bE * corporate entities 6 - 1 -
114 44 1 -
1,215 1,198 1,076 1,113
RE Equity shares
BEREET Issued by corporate entities 17 - 17 -
BIEEERGZEFRE Total securities held for dealing purposes 1,232 1,198 1,093 1,113
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15. RERERR RS 4

Notes on the Accounts continued

15. Securities held for dealing purposes continued

£E Group $R1T Bank
2003 2002 2003 2002
BERES Debt securities
EEELT Listed in Hong Kong 939 977 930 977
EERAINLE FT Listed outside Hong Kong 5 16 - -
944 993 930 977
LW Unlisted 271 205 146 136
1,215 1,198 1,076 1,113
e Equity shares
EEELW Listed in Hong Kong 5 - 5 -
LT Unlisted 12 - 12 -
17 - 17 -
1,232 1,198 1,093 1,113
Bi5ES Debt securities
SRR A RIER AR Remaining maturity:
o« ZEARREEEREEH « three months or less but
not repayable on demand 38 97 33 76
« ZHAULE-F * one year or less but over three months 191 90 138 30
o —EFEL FERF » five years or less but over one year 840 890 759 886
s AELLE * over five years 146 121 146 121
1,215 1,198 1,076 1,113
AR Equity shares 17 - 17 -
1,232 1,198 1,093 1,113

REEERRZEBERERNSEHELH
BZoMBEENEREREREERBLY
EERRFMAEM AR eI BB RE
FREN BER-UERRE YTRTAEES
BEBEIER-

IRBERERECERES UTEEES
EEE AZSEFROMIREERER
ZERER R

The analysis of debt securities held for dealing purposes by remaining period to maturity is

disclosed in order to comply with the module on “Financial Disclosure by Locally Incorporated

Authorised Institutions” under the Supervisory Policy Manual issued by the Hong Kong Monetary

Authority. The disclosure does not imply that the securities will be held to maturity.

Debt securities heid for dealing purposes exclude treasury bills and certificates of deposit

which are included under the respective headings in the balance sheet.

16. EF ER 16. Advances to customers
(F)EFB# (a) Advances to customers
%£E Group #8417 Bank
2003 2002 2003 2002
BEREEREBE (W16(F) | Gross advances to customers
(note 16(i)) 231,999 227,475 172,339 160,277
YRR (H1E16(R) B(T)) Specific provisions (notes 16(c) & (d)) (1,432) (1,805)  (1,037) (1,409)
—RREE (BF16(7) General provisions (note 16(c)) (1,101) {(1,108) (807) (783)
229,466 224,562 170,495 158,085
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16. BEFER #

16. Advances to customers continued

(F)EFBH & (a) Advances to customers continued
M@ Group $R77 Bank
2003 2002 2003 2002
ZIEENSEHE: Remaining maturity:
o BNEEEIE * repayable on demand 11,488 11,983 11,344 11,922
s Z{EAMAIENEEIE » three months or less but
not repayable on demand 20,341 18,128 17,555 16,188
e ZEBULEE—F < one year or less but over three months 22,585 21,243 18,445 16,714
« —FELFLERE » five years or less but over one year 89,565 84,466 69,730 62,056
s AELAL * over five years 81,402 84,273 50,393 47,726
 EBEB-EAMUL » overdue for more than one month 1,375 1,301 818 872
s REE » non-performing advances 5,243 6,081 4,054 4,799
EFERRE Gross advances to customers 231,999 227,475 172,339 160,277
REGEER (WH16(A) Provisions for bad and doubtful debts
(note 16(c)) {(2,533) (2,913) (1.844) (2,192)
229,466 224,562 170,495 158,085
EFERABRE: Included in advances to customers are:
+ BEER e trade bills 2,226 2,180 2,226 2,180
o RIBIFEE o provisions for bad and doubtful debts 17) (78) (17) (78)
2,209 2,102 2,209 2,102

TRERNEDERREELRERRBEL2
EERRFRAFALEIMATHRERBEUY
ERIBRZEROHBI D -REZES TR
ERERTRERBRECEE ERHRZE
EFTREENSNFERRER - A RE
HzBHNERENRBRER nEREE
BRALERSE AR 2B sEBM- 8%
BABCRRACEPERZAANMIT16(2)
SRECLREERZERRSE PEERS
BREHERERIS BEERDEFED
ZRINRRIBAAR-

The above maturity classifications have been prepared in accordance with the maturity

classifications contained in the module on "Financial Disclosure by Locally Incorporated

Authorised Institutions” under the Supervisory Policy Manual issued by the Hong Kong Monetary

Authority. In accordance with the module, in the case of an advance which is repayable by

different payments or instalments, only that portion of the advance which is actually overdue

is reported as overdue. Any part of the advance which is not yet due is reported according to

its residual maturity unless the repayment of the advance is in doubt, in which case the whole

amount is reported as overdue. This classification of overdue advances to customers for maturity

profile purposes is different from the analysis disclosed in note16(f) for which the Hong Kong

Monetary Authority's module states that if part of an advance is overdue, the whole amount

of the advance should be disclosed as overdue.

(C) BEBHEFERLE (b) Total provisions against gross advances to customers
£ Group 17 Bank
2003 2002 2003 2002
% % % %
SHRER Specific provisions 0.62 0.79 0.60 0.88
—RRER General provisions 0.48 0.49 0.47 0.49
REEBE Total provisions 1.10 1.28 1.07 1.37
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Notes on the Accounts continued

16. EFER & 16. Advances to customers continued ‘
() EFERRERER (c) Provisions against advances to customers ‘
% Group
BB
=355 —% 4%t Suspended
—RE=% 2003 Specific  General Total interest
“EE-F—-F-B&K ‘ At 1 January 2003 1,805 1,108 2,913 404
FARE ‘ Amounts written off (1,226) - (1,226) (196)
WEAFECREZER Recoveries of advances
(BTeE5(1%)) written off in previous years (note 5(e)) 54 - 54 -
FIERTRERE New provisions charged to profit and
(BFEE5(1%) loss account (note 5(e)) 1,167 - 1,167 -
BRmBRKRCEE Provisions released to profit and
(KT aE5(1%)) loss account (note 5(e)) (369) (6) (375) -
FRERFE Interest suspended during the year - - - 120
Uy (o] 8 X FI| &, Suspended interest recovered - - - (35
BERE 3 Exchange adjustment 1 ) - -
ZEE=F+ZFZ -~ Bf%ﬁ% (HizF16(%F)) At 31 December 2003 (note 16(a)) 1,432 1,101 2,533 293
247 Bank
FRF S
L2373 —% &%t Suspended
Specific General Total interest
-“TE=F-F-Bi# At 1 January 2003 1,409 783 2,192 326
ERRE Amounts written off (954) - (954) (162)
YWERECHBZER Recoveries of advances
(B15E5(08)) written off in previous years (note 5(e)) 40 - 40 -
MEEETREEE New provisions charged to profit and
(F1a#5(8) loss account (note 5(e) 871 24 895 -
BoRmRy EE Provisions released to profit and
(B sE5(0%)) loss account (note 5(e)) (329) - (329) -
FRBRIEL Interest suspended during the year - - - 84
WEgrFa Suspended interest recovered - - - (27)
—ET=F+-AS+—BEB (K3216(F) At 31 December 2003 (note 16(a)) 1,037 807 1,844 221
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16. BEFER &
(A) EFERREREE &

16. Advances to customers continued
(c) Provisions against advances to customers continued

£H Group

BRF L
B - &3 Suspended
ZER-E 2002 Specific ~ General Total interest
TR =F-R—-BE% At 1 January 2002 2,052 1,438 3,490 509
FER#E Amounts written off (1,193) - (1,193) (182)
HEZEEEHBRZER Recoveries of advances
(Bi35(1%) written off in previous years (note 5(e)) 45 - 45 -
FIERETRUSNE New provisions charged to profit and
(Bf3E5(1K) loss account (note 5(e)) 1,231 - 1,231 -
BEBERE2EE Provisicns released to profit and
(KI5E5(0%) loss account (note 5(e)) (330) (330) (660) -
ERBEXT B Interest suspended during the year - - - 150
W B RE R F 2 Suspended interest recovered - - - (73)
ZBREFTAZ=T—REH (WH16(F) At 31 December 2002 (note 16(a)) 1,805 1,108 2,913 404
#R17 Bank
BRF B
Bk —# &5 Suspended
Specific General Total interest
“ET-E-f-AkE At 1 January 2002 1,570 954 2,524 400
ERrfin Amounts written off (929) - (929) (120)
WEEFEHSGZER Recoveries of advances
(B15E5(1%) written off in previous years (note 5(g)) 25 - 25 -
FEEHETIEEE New provisions charged to profit and
(B 5E5(%)) loss account (note 5(e)) 975 - 975 -
BERSELER Provisions released to profit and
(H13E5(1%)) loss account (note 5(e)) (232) (171 (403) -
ERBRFE Interest suspended during the year - - - 107
W EERHE Suspended interest recovered - - - (61)
ZERRZFT-A=+—BiEH War6(F) At 31 December 2002 (note 16(a)) 1,409 783 2,192 326

LRBRFBBREEREFER] HH16(F)
REMRE K] (BiE24) RAT 2K
FIBRERNRAR 2 GHE-

Suspended interest comprises both suspended interest netted against ” Advances to customers”

(note 16(a)) and suspended interest netted against accrued interest receivable in “Prepayments

and accrued income” (note 24).



16. EFER #
(T) BFBS R RERER
FlEREBREEREELRHAE T ER
ERREREHOT

Notes on the Accounts continued

16. Advances to customers continued

(d) Non-performing advances to customers and provisions

Non-performing advances to customers on which interest has been placed in suspense or on

which interest has ceased to accrue are as follows:

%£H Group #RYT Bank

2003 2002 2003 2002

RERETE Gross non-performing advances
on which interest

o FISEVEBRERE * has been placed in suspense 5,182 5,767 3,987 4,480
e BRIERFEFIE » accrual has ceased 134 429 133 429

5,316 6,196 4,120 4,909
BRAE Suspended interest (73) (115) (66) (110)
RIZER* Gross non-performing advances*

(Hizt16(32)) (note 16(f)) 5,243 6,081 4,054 4,799
FEREE (B3F16(F)) Specific provisions (note 16(a)) (1,432)  (1,805) (1,037)  (1,409)
FERFE Net non-performing advances 3,811 4,276 3,017 3,390
BHRESBHRBR IR Specific provisions as a percentage

of gross non-performing advances* 27.3% 29.7% 25.6% 29.4%
REBEHARFERILE Gross non-performing advances*

as a percentage of gross advances

to customers 2.3% 2.7% 2.4% 3.0%
* B HIGERFE P T * Stated after deduction of interest in suspense.

EEERSRBENERSELDEERLS
RIS 2 BB 7 I B B TR S AN B
REERE RRETOEANABA=EA
EBRRAS 2 BEE EEER-RETE
BIERSN FER LSS BB @A E*
BEZER BEARIBER AREHR
BSTEBS RS DR AT Z)
ERZEHEERR

Non-performing advances to customers are those advances where full repayment of principal

or interest is considered unlikely and are so classified as soon as such a situation becomes

apparent. Non-performing advances may include advances that are not yet overdue for more

than three months but are considered doubtful. Except in certain limited circumstances, all

advances on which principal or interest is overdue for more than three months are classified

as non-performing. Specific provisions on non-performance advances are made in accordance

with the accounting policy set out in note 4(c)ii).




16. EFER &

() BEZzEZE

EBERERERDT FEBURBEREF
REERAARREMECER 2 EE-RE
BERE-E—T-EZ2HEdRNDIZEHE
R ZSREBFERREBERRERMGER
BEERERBBRER NUCERZEE
B EREREREEZUOEEZERE
B REBNEFERSREATRER B
EEERzERDAREIEFER] LA
REE-MRZERREERENT:

16. Advances to customers continued
(e) Repossessed assets

In the recovery of non-performing advances, the Group may take repossession of the collateral
assets through court proceedings or voluntary delivery of possession by the borrowers. In
accordance with the Group's accounting policy set out in note 4(c)(ii) on page 111, specific
provisions for non-performing advances are maintained after taking into account the net
realisable value of the related collateral which are revaiued periodically. Upon repossession of
the collateral assets, the advances are adjusted to the net realisable value of the repossessed
assets, usually resulting in a partial write-off of the advances against specific provisions.
Advances with repossessed collateral assets will continue to be accounted for as ” Advances
to customers” and classified as non-performing. The aggregate valuation of the repossessed

collateral assets amounted to:

%@ Group #]17 Bank
2003 2002 2003 2002
WEZEFEE Repossessed collateral assets 506 638 201 235

(E) ERHzEFER
EEHZEANLZEFERREHAEF
Bfzh®mT:

(f) Overdue advances to customers
The amounts of advances to customers which are overdue for more than three months and

their expression as a percentage of gross advances to customers are as follows:

—BB=E 2003 &HE Group ]1T Bank
% %
BEPEFZ2ASHFSERLY: Gross advances to customers* which
have been overdue with respect to
either principal or interest for periods of:
s ZBRULERREA * six months or less but over three months 1,297 0.5 772 0.5
s NMERULEE—-F » one year or less but over six months 858 0.4 390 0.2
o —FLE ° over one year 1,152 0.5 750 0.4
3,307 1.4 1,912 1.1
BEEyEFER (L) Overdue advances to customers (as above) 3,307 1.4 1,912 1.1
RASDERHEEZBHEFPER Less: overdue advances on which
interest is still being accrued (1,108) (0.5) (489) (0.3)
MBBR=@AKUTRRBH BHEEE Add: advances overdue for periods of
BREBZEFPER three months or less, or which are
not yet overdue, and on which
interest has been placed in suspense
FIABERFER ¢ included in rescheduled advances 1,536 0.7 1,257 0.8
o Hith » other 1,508 0.7 1,374 0.8
REE (HZ16(7) Gross non-performing advances (note 16(d)) 5,243 2.3 4,054 2.4
*2 IR ERF B ST * Stated after deduction of interest in suspense.




RIEME &

16. EFER &
(B) BBHMZEFES &

ZEE-E

- Notes on the Accounts continued

16. Advances to customers continued
(f} Overdue advances to customers continued

2002 £8 Group 817 Bank

BREFEFZASRFMEDAE:

e ZBANLEXREA
e NMERNLE-F
s —FLE

ERMzEFER ML)
BFIRMERIRE Y
BEEFER
MmAR=EARUTRREE BFEEE
BREEZEFENR

CNAEERFPER
« Hit
RER (F1s216(T)

*EHEBERFEST

EERINSEAER SEASRMETE
B URELBDREE WFIEABERE
HAOBBEIER EEF-RERXAE T
REGBNAEE BIFER LRS- 0653
B ERMEXAREERAEN B
RARBERER AEREBHERARR
BB MRS ERE e RS
B IRl R

(F) EBZEFEH
EREFEFRENRBEFER 2R
T

% %
Gross advances to customers* which
have been overdue with respect to
either principal or interest for periods of:

¢ six months or less but over three months 934 0.4 428 0.3
° one year or less but over six months 1,097 0.5 742 04
® over one year 2,734 1.2 2,238 1.4

4,765 2.1 3,408 2.1
Overdue advances to customers (as above) 4,765 2.1 3,408 2.1

Less: overdue advances on which

interest is still being accrued (1,131) (0.5) (685) (0.4)
Add: advances overdue for periods of

three months or less, or which are

not yet overdue, and on which

interest has been placed in suspense

* included in rescheduled advances 1,814 0.8 1,618 1.0
* other 633 0.3 458 03
Gross non-performing advances (note 16(d)) 6,081 2.7 4,799 3.0

* Stated after deduction of interest in suspense.

Advances with a specific repayment date are classified as overdue when the principal or interest
is overdue and remains unpaid at the year-end. Advances repayable by regular instalments are
treated as overdue when an instalment payment is overdue and remains unpaid at the
year-end. Advances repayable on demand are classified as overdue either when a demand for
repayment has been served on the borrower but repayment has not been made in accordance
with the demand notice, or when the advances have remained continuously outside the

approved limit advised to the borrower for more than the overdue period in question.

{g) Rescheduled advances to customers
The amount of rescheduled advances and its expression as & percentage of gross advances to

customers* are as follows:

£8 Group 877 Bank
% %
—EZ=F 2003 2,608 1.1 2,326 1.3
—EE_E 2002 1,831 0.8 1,636 1.0

*EHGBRFEST

Sl EREFRARLT OB ERENE
B MAP=EANLZ2EFER ZEER
EBER LM E16(2)HN-

* Stated after deduction of interest in suspense.

Rescheduled advances to customers are stated net of any advances that have subsequently
become overdue for aver three months and are included in overdue advances to customers

set out in note 16(f) above.




16. BFER &

(¥) BFERZHBES B
EFERZ RS ENRBEPMEZHE
BHALERBEZREEMBT-E-HBER
T EERZERAFERLEENRER A
BREGERRAZHENE -BE-FET=
F+IRA=T-R ARERBITZEFER
REMzRERABNERBRAS 2T
B REENEER(B-_FE-_F+_A
=+—88E)-

(F) BFRRZITH#IR
RBRELESREBBRITRSBRERZAE
EFER (ENBRBRAL) 2HHFFIMT:

16. Advances to customers continued

(h) Segmental analysis of advances to customers by geographical area

Advances to customers by geographical area are classified according to the location of the
counterparties after taking into account the transfer of risk. In general, risk transfer applies
when an advance is guaranteed by a party in an area which is different from that of the
counterparty. At 31 December 2003, over 90% of the Group's and the Bank's advances to
customers and the related non-performing advances and overdue advances were classified

under the area of Hong Kong {unchanged from positions at 31 December 2002).

(i) Gross advances to customers by industry sector
The analysis of gross advances to customers (after deduction of interest in suspense) by industry

sector based on categories and definitions used by the Hong Kong Monetary Authority is as

follows:
M Group $817 Bank
2003 2002 2003 2002
EEAEGRZER Gross advances to customers for use
in Hong Kong
IT¥ BERSBRF Industrial, commercial and financial sectors
C MEBE « property development 16,828 || 19300 || 16,176 | 18647
« MERE « property investment 34,555 31,507 31,313 27,736
o« EEGHE e financial concerns 6,109 2,071 5,220 2,051
 RELLE o stockbrokers 226 219 226 219
HBREER » wholesale and retail trade 4,376 3,941 4,298 3,870
o BlER * manufacturing 2,556 2,037 2,513 1,894
EHREHH * transport and transport equipment 10,139 9,238 3,661 2,982
s Hfp * other 17,727 || 19,521 || 16,063 || 18,343
92,516 87,834 79,470 75,842
aA individuals
*BEIEEBHEERE]- * advances for the purchase of flats
[RAZEZEEFHBIR under the Government Home
[REBEEHY Ownership Scheme, Private Sector
ZREERBER Participation Scheme and

s BEEMEEDE
ZEREER

« ERRER

s Hi

EEERBZENRE

EomE
EEBIMEAZER

BEPERAR (FE16(F)

Tenants Purchase Scheme 30,431 35,050 1,090 1,273
¢ advances for the purchase of other

residential properties 79,830 78,518 62,995 57,955
e credit card advances 5,430 5,578 5,429 5,578
¢ other 5,779 6,251 5,628 5,670

121,470 125,397 75,142 70,476

Total gross advances for use in

Hong Kong 213,986 213,231 154,612 146,318
Trade finance 11,322 9,751 11,322 9,751
Gross advances for use outside

Hong Kong 6,691 4,493 6,405 4,208
Gross advances to customers

(note 16(a)) 231,999 227,475 172,339 160,277
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16. EFER &

(B) BEEEZREFE
EEERENAEARAEENE BB
WETES 2 BERAFE-RBAN—KA
BAE=+E LHEAHENES USRS
BRESAERE RBE-ABANEEE
CRERKESAEREBERINT:

Notes on the Accounts continved

16. Advances to customers continued

(j) Net investments in finance leases

Advances to customers include net investments in equipment leased 1o customers under hire

purchase contracts having the characteristics of finance leases. The hire purchase contracts

usually run for an initial period of 5 to 20 years, with an option for acquiring the leased asset

at nominal value at the end of the lease period. The total minimum lease payments receivable

and thelir present value at the year-end are as follows:

£ Group

HEEYK BB Z REEE
HeRE FBlkA Hema
Present value Interest Total
of minimum income minimum lease
lease payments  relating to payments
—EB=fF 2003 receivable future periods  receivable
fElE g Amounts receivable:
e —F LR « within one year 708 203 911
o —FLFERF « after one year but within five years 2,143 606 2,749
o AN o after five years 4,077 766 4,843
6,928 1,575 8,503
REREE Provisions for bad and doubtful debts (14)
HESNZREEE Net investments in hire purchase contracts 6,914
—ES 2002
fEWIHE - Amounts receivable:
o —HF LR ¢ within one year 743 209 952
o —EY FEREF » after one year but within five years 2,192 631 2,823
s FEME * after five years 3,715 748 4,463
6,650 1,588 8,238
RIFREE Provisions for bad and doubtful debts (25)
BEEHZ2EETE Net investments in hire purchase contracts 6,625

i

REZRBRITIERERE (2T =28:8)-

There were no finance leases maintained by the Bank at the balance sheet date (2002: Nil).

17. % | REABRAT
REERYEREFTRERSKIERLF
(ZET=F :8)-
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17. Amounts due from / to ultimate holding company

There were no amounts due from or due 1o ultimate holding company at the balance sheet

date (2002: Nil).




18. 7 | REBZRAT

RRSEMB AR
REREREBEROTREATENBL T
FHAwT

18. Amounts due from / to immediate holding company

and fellow subsidiary companies

Details of the balances due from and due to immediate holding company and fellow subsidiary

companies are as follows:

£8 Group 17 Bank
2003 2002 2003 2002
#rEL: Amounts due from:
EEReRFHRAERACSRINE Cash in hand and balances with banks
and other financial institutions 1,043 158 1,039 156
THEREAEEIHARSEHE: Placings with banks with remaining maturity:
+ —EBAR » within one month 9,092 3,392 4,114 731
s —{ERANAELEZMAA » three months or less but over one month 1,972 724 1,195 334
« ZHAULE—F * one year or less but over three months 136 595 136 10
« —FPEERE » five years or less but over one year 4 25 4 25
11,204 4,736 5,449 1,100
FREZE B RIGRDR: Certificates of deposit with remaining
maturity:
« ZAAAE RIS » three months or less but
not repayable on demand 500 217 500 PAR
s ZAARNLEE—F * one year or less but over three months 248 1,030 248 1,023
« —FEPFERF « five years or less but over one year 468 1,056 468 1,056
1,216 2,303 1,216 2,290
HOREZZHBRGHE: Other assets with remaining maturity:
«=HAR * three months or less 239 252 232 242
o ZBHAUEE—F « one year or less but over three months 3 11 3 7
s —FLLERE » five years or less but over one year 10 1 10 11
252 274 245 260
13,715 7,471 7,949 3,806
ERIER: Amounts due to:
BEFEFER Customer accounts
s EREERHARBHNE * with agreed maturity dates or periods
U TERDHE: of notice, by remaining maturity:
- ZEAREIEEN B E - three months or less but
not repayable on demand 155 274 155 274
-ZERAULEE-%F - one year or less but over three months 38 4 38 4
193 278 193 278
EELEA Deposits from banks
o J085EE * repayable on demand 76 97 76 g7
« BEREFRERBHNE- « with agreed maturity dates or periods
B THREE: of notice, by remaining maturity:
- Z@A R{EJERNE B HH - three months or less but
not repayable on demand 189 973 189 973
-ZEAULEE—F —one year or less but over three months 1,527 - 1,527 -
1,792 1,070 1,792 1,070
Hit B BESIEE R HAH - Other liabilities with remaining maturity:
s =f@RAR * three months or less 424 267 370 240
« Z@ERNLEE-F * one year or less but over three months SJ - :] -
427 267 373 240
2,412 1,618 2,358 1,588
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HiB DR RREIMT:

Notes on the Accounts continued

19. Amounts due from subsidiary companies
Details of the amounts due from subsidiary companies are as follows:

2003 2002

TEHEREEZ A e AR Placings with financial institutions with remaining maturity:
« —BAR ¢ within one month 54,433 59,250
o —EALLLEZ=M@A » three months or less but over one month 53,010 58,880
« ZBARLEE—E * one vear or less but over three maonths 202 400
107,645 118,530
BHRENHCHBARIER Loans to subsidiary companies with no repayment term 2,326 2,364
EnAESIBANSHNAZERR Other assets with remaining maturity of three months or less 407 4,615

110,378 125,509

2. RERE 20. Long-term investments
(F) REKE (a) Long-term investments
%£E Group #R1T Bank
2003 2002 2003 2002
BEERERES Held-to-maturity debt securities
BRI REER at amortised cost less provisions for
impairment 111,750 76,854 85,935 51,873
BREREZDTFEE Equity investments at fair value 2,131 2,315 2 2
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113,881 79,169 85,937 51,875




20. RERE &
(Z) REREZREFAE

20. Long-term investments continued

{b} Carrying value of long-term investments

%M Group #R77 Bank
2003 2002 2003 2002
BERRZEBRES Held-to-maturity debt securities
EAXBEEG Issued by public bodies
e RRE[RBRET » central governments and central banks | 12,408 10,664 10,770 7.727
o Hit D HAEE * other public sector entities 12,365 9,219 10,586 6,822
24,773 19,883 21,356 14,649
BEMHERT issued by other bodies
s BERACERBE * banks and other financial institutions 68,230 || 40,011 50,702 || 27,370
o (bE * corporate entities 18,747 16,960 13,877 9,854
86,977 56,971 64,579 37,224
111,750 76,854 85,935 51,873
BRERE Equity investments
AmEEET Issued by corporate entities 2,131 2,315 2 2
113,881 79,169 85,937 51,875
BESRRZEBEBES Held-to-maturity debt securities
EEBLET Listed in Hong Kong 3,001 2,340 3,001 2,340
EERUIIMNEE LT Listed cutside Hong Kong 24,687 19,551 750 467
27,688 21,891 3,751 2,807
EET Unlisted 84,062 54,963 82,184 49 066
111,750 76,854 85,935 51,873
BRERE Equity investments
EERLD Listed in Hong Kong 1,313 1,603 - -
EERIMNEE ETR Listed outside Hong Kong 87 70 - -
1,400 1,673 - -
LT Unlisted 731 642 2 2
2,131 2,315 2 2
113,881 79,169 85,937 51,875

HERRCBREEFURABIR LB R
HEASEEHRELIABRZAMRTEL

BIE-IRRIREUDTEETIE.

Held-to-maturity debt securities are stated at cost, adjusted for the amortisation of premiums

and accretion of discounts over the period from the date of purchase to the date of maturity.

Equity investments are stated at fair value,
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Notes on the Accounts continued

20 RIIRE & 20. Long-term investments continued
(A) HEHRZ ﬁiﬁ%#? QFEE (c) Fair value of held-to-maturity debt securities
|
£8 Group $R17 Bank
§ 2003 2002 2003 2002
I
BREBBZERES Held-to-maturity debt securities
B MBS : Issued by public bodies
o PARFTRPRET s central governments and central banks 12,578 10,924 10,906 7,913
s Hth A HEE ‘ e other public sector entities 12,763 9,645 10,952 ‘ 7,316
‘ 25,341 20,569 21,858 15,229
BHEMSERT Issued by other bodies
s BIEREMEREE e banks and other financial institutions 68,375 40,213 50,849 27,521
o ¥ : e corporate entities 18,929 17,241 ( 14,015 J 10,062
87,304 57,454 64,864 37,583
‘ 112,645 78,023 86,722 52,812
HEBRIERES Held-to-maturity debt securities
EERBEN | Listed in Hong Kong 3,074 2,403 3,074 2,402
EEBLIMEE FTT Listed outside Hong Kong 24,790 19,777 752 470
; 27,864 22,180 3,826 2,872
kL™ Unlisted 84,781 55,843 82,896 49,940
112,645 78,023 86,722 52,812

(T) RERBZAHRFRIME DK
CRSEERZ EBEFZIBEI SN (AA
RERZESOIRE ZRBEE) #MnT:

(d)} Maturity analysis of held-to-maturity debt securities

The maturity profile of the above held-to-maturity debt securities categorised by the remaining

period from the balance sheet date to the contractual maturity date is as follows:

£E Group 877 Bank
2003 2002 2003 2002
ZHH AR Remaining maturity:

o BN E| « repayable on demand 78 - - -

o =8 B AR IJEENEEE » three months or less but not repayable
on demand 6.827 14,875 4,786 7,731
s ZHAMEE—-F  one year or less but over three months 17,474 8,911 11,240 6,727
e —EPEEFRSF » five years or less but over one year 82,130 50,807 64,668 35,154
e TEBLE * over five years 5,241 2,261 5,241 2,261
111,750 76,854 85,935 51,873

BEEHRZEBESFRANIBBRANE
ZHERAAEBEEAT EER(Z2T
ZE RO ZE-T-BET) hEZE
FlBEENTET(CEE 15 BE=TH
BEL) ZELEERZER2EBERE
HEAZEHZ(ZER_E BH2=5
- YBHEERBERZERIE BER
EEREA I BARERER.
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Debt securities intended to be held to maturity with an amortised cost of HK$582 million

(2002: HK$4,211 million) were disposed of prior to maturity. The related profit recognised

amounted to HK$40 million {2002: HK$34 million). Such disposals, representing 0.3% of

total held-to-maturity debt securities (2002: 3.1%), were approved by the Asset and Liability

Management Committee, and were generally made to modify the maturity and risk profile of

portfolios.




21. HELRRE

21. Investments in subsidiary companies

FTEZEMBREINT: The principal subsidiary companies of the Bank are:

@ BRTYBREE
REEH Place of IBEHR Issued
Name of company incorporation Principal activities equity capital
EEMEERAA EE BEERRAR BT
Hang Seng Finance Limited Hong Kong Deposit-taking and lending HK$1,000,000,000
BEFERERAA FE BRERRERK BT
Hang Seng Credit Limited Hong Kong Deposit-taking and lending HK$200,000,000
EERIT(ERE) ERAA] Brs RITER g
Hang Seng Bank (Bahamas) Limited Bahamas Banking US$1,000,000
By (BRE)ERLR BRS EREBB =
Hang Seng Finance (Bahamas) Limited Bahamas Finance Us$5,000
BERITEXERAE EE ERRB BT
Hang Seng Bank (Trustee) Limited Hong Kong Trustee service HK$3,000,000
B4 (REA) BBRRA B BARK B
Hang Seng (Nominee) Limited Hong Kong Nominee service HK$100,000
BEABRRERRA EE EAREERARRR BT
Hang Seng Life Limited Hong Kong Retirement benefits and life assurance HK$220,000,000
BERBRERAF &R REEK E
Hang Seng Insurance Company Limited Hong Kong General insurance HK$84,184,570
EEEEER (RA)HRLF B0t AeER B
Hang Seng Asset Management Pte Ltd Singapore Fund management $G$2,000,000
BERRERARAF B BeER BT
Hang Seng Investment Management Limited Hong Kong Fund management HK$10,000,000
BEREERAF EE & BT
Haseba Investment Company Limited Hong Kong Investment holding HK$6,000
BEELHBRAF R EHEL BT
Hang Seng Securities Limited Hong Kong Stockbroking HK$26,000,000
BEZRBRAE EFE & BT
Yan Nin Development Company Limited Hong Kong Investment holding HK$100,000
BRBBEERAT B FERBREERTIER BT
HS!I Services Limited Hong Kong Compilation and dissemination of HK$10,000

the Hang Seng share index

BEEMEERER DA N MEER BT
Hang Seng Real Estate Management Limited Hong Kong Property management HK$10,000

BELEABRRERQASDALIHEEAZ
BTEERESEESRAAN FOMEAT
HAFTZ2ENBREA-KERREERL
ABMEREN SHBLDDEATEES
B-BRBZIBRRERERAGMAE

8-

All the above companies are wholly-owned subsidiary companies except for Hang Seng Life

Limited in which the Bank holds 50% of its shareholding and controls the composition of its

board of directors. All subsidiary companies are held directly by the Bank except for HS!

Services Limited. The principal places of operation are the same as the places of incorporation.
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22, HEARRE

Notes on the Accounts continued

22. Investments in associated companies

| %@ Group 87T Bank
! 2003 2002 2003 2002
EIEEEE w Share of net assets 549 672 - -

ST REABE E-TAEE
R (CRF-E % @S \EEL) LT

RIBFPERIRA (WE16) -

Loan to an associated company amounting to HK$229 million (2002: HK$208 million) is

included under “Advances to customers” (note 16).

IEHE AN : The principal associated company is:
i SEERE
HfnE ZREE
NCIE -] Place of TEEH Group's interest BRITRA
Name of company incorporation Principal activitly in equity capital issued equity capital
i
| BB DERE BT
Barrowgate Limited ‘ Hong Kong Property investment 24.64% HK$10,000

Barrowgate Limited Z%ééiﬁﬁ‘%’éﬁﬁ@
DERE - HBEREETBEL.

The interest in Barrowgate Limited is owned by a subsidiary company of the Bank. The associated

company operates in Hong Kong.

23. FREELE

23. Tangible fixed assets

(F) FREERE (a) Tangible fixed assets
&8 Group
HEME
74 Investment B &%
—2R=HF 2003 Premises properties Equipment Total
KR EE: Cost or valuation:
“ZEE=F—-HA—-8#&% At 1 January 2003 6,683 3,279 2,587 12,549
FREE Additions - - 142 142
FALE Disposals - (28) (87) (115)
MrEETH s ERRTE Elimination of accumulated
depreciation on revalued premises (142) - - (142)

EfREE Deficit on revaluation
s XEFTHLRIREDME * charged to premises and investment

ERHEE properties revaluation reserves (345) (273) - (618)
o TRIELRE * charged to profit and loss account (37 - - (37)
R ‘ Transfers 22 (22) - -
“ETZE+-_R=+-—H&H At 31 December 2003 6,181 2,956 2,642 11,779
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23. FREEEEE &
(F) EREEZE R

23. Tangible fixed assets continued
(a) Tangible fixed assets continued

£H Group
REME
74t Investment BE &5
—82=F 2003 Premises properties Equipment Total
2BAE: Accumulated depreciation:
—TEZE5—-F—R&EH At 1 January 2003 - - (2,110) (2,110)
FRIE (K5(T7)) Charge for the year (note 5(d)) (142) - (187) (329)
HEERRE Written off on disposal - - 83 83
HBREGRTHEZEBAE Elimination of accumulated
depreciation on revalued premises 142 - - 142
—EBEZFEFEZ+—RBE#H At 31 December 2003 - - (2,214)  (2,214)
ZEFEZE+-B=+—AEEEE Net book value at 31 December 2003 6,181 2,956 428 9,565
—ERZFT A=+ -BBREEE Net book value at 31 December 2002 6,683 3,279 477 10,439
#R77 Bank
REHE
74k Investment BE =h
—EE€=F 2003 Premises properties Equipment Total
BASEE: Cost or valuation:
—EZ2=F-A-B&£H At 1 January 2003 5,391 2,025 2,565 9,981
FRIEE Additions - - 141 141
FALE Disposals - (28) {86) (114)
WBREFTHZREFE Elimination of accumulated
depreciation on revalued premises (115) - - (115)
ERfRIE Deficit on revaluation
« TRITURIEEDE * charged to premises and investment
EEHEE properties revaluation reserves (336) (170) - {(506)
EHR Transfers 7 (7) - -
—EF=F+-A=+-B8&% At 31 December 2003 4,947 1,820 2,620 9,387
2HENE: Accumulated depreciation:
—EF=E-A-B&EH At 1 January 2003 - - (2,090)  (2,090)
FRXW Charge for the year (115) - (186) (301)
HEEEE Written off on disposal - - 82 82
WhERTLZ BERE Elimination of accumulated
depreciation on revalued premises 115 - - 115
ZEE-FE+”_A=Z+—B#&#H At 31 December 2003 - - (2,194) (2,194)
ZEE=F+ZA=ZT-HEEEE Net book value at 31 December 2003 4,947 1,820 426 7,193
—EEF+-R=+—BEEEE Net book value at 31 December 2002 5,391 2,025 475 7,891
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RIEMIE & ‘ Notes on the Accounts continued

23. AREEER £ 23. Tangible fixed assets continued

(Z) 174k &?ﬁﬁ%%Zﬁ@gﬁ@%i (b) The net book value of premises and investment properties comprises:
‘ %3 Group #8717 Bank
j 2003 2002 2003 2002
REOEENE | Leaseholds
ERBENA ; Held in Hong Kong
s REML (R Esan 1 E) * long leases (over 50 years unexpired) 3,129 3,426 2,044 2,270
» HHRFRAY (ﬁ?ﬁﬁ%{&'}“?{ﬁﬂ'i) » medium leases (10 to 50 years unexpired) 5,937 6,465 4,652 5,075
BEAREEIN ‘ Held outside Hong Kong
« RBEN (RNFHAR ) * long leases (over 50 years unexpired) 4 4 4 4
s REHYN FBEHETEZITE) * medium leases (10 to 50 years unexpired) 67 67 67 67
3 9,137 9,962 6,767 7,416
HeaiE f Of which
178k : Premises 6,181 6,683 4,947 5,391
mEYE ‘ Investment properties 2,956 3,279 1,820 2,025

9,137 9,962 6,767 7,416

(R R_FBE=FENA E‘?’é AREBZ 4 (c) The Group's premises and investment properties were revalued at 30 September 2003 by
&%ﬁﬁm%@gmﬂﬁg%ﬁ%gzgjjaqégm Chesterton Petty Limited, an independent professional valuer, who also confirmed that there
TEERHAITEE AR TFUER THETH had been no material change in valuations at 31 December 2003. The valuations were carried
HEE-_ETR-&E+-A=+—QTiEET out by qualified valuers who are members of the Hong Kong Institute of Surveyors. The basis

—_—=T

BEANE - RHEDHBETENBHE of valuation for premises was open market value for existing use. The basis of valuation for

CEREREEMME BT HEDIRR investment properties was open market value.
THESEAGZ HTEEERRREADE

2 RETIBEE-
(T) TURREYEEGRE (d) Deficit on revaluation of premises and investment properties
| % & Group $R4T Bank
j 2003 2002 2003 2002
TERMEERER : Charged to property revaluation reserves
o ITUEFEEE * premises revaluation reserve (345) (409) (336) (362)
« RAMREGREE (Wat30) * investment properties revaluation
: reserve (note 30) (273) (270) (170) (175)
s BIEBELRMEY » share of revaluation deficit of
RE (B73#30) an associated company (note 30) (125) {13) - -
(743) (692) (506) (537)
ZEBHER ‘ Charged to profit and loss account

o 774 1 * premises (37) (36) - -

(R) BESERNZZHITHEMEETE. {e) The net book value of all premises which have been stated in the balance sheet at valuation
MR AR ERINES LG LEDEE would have been as follows had they been stated at cost less accumulated depreciation:

AlgmT: !

%@ Group $£77 Bank
2003 2002 2003 2002
+-A=+—-BEEEE Net book value at 31 December 2,712 2,773 1,623 1,667
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23 EREERE &
(B)AGHERBZRENENBEERE-Z
SHEZEXRFH-RARE VORI HE
FERERVHIRARITENEN-ZER
EYEaagEEe

BERETE_ET=FoRKASHBARSE
M_B—FTET(CEE_F BE_E_-F
FEEML AEFRUERFTHESEA (=
TE_F:8)-

TR —

FEEB T HEEERENTIRREH

23. Tangible fixed assets continued
(f) The Group leases out investment properties under operating leases. The leases typically
run for an initial period of 2 years, and may contain an option to renew the lease after that

date at which time all terms are renegotiated. None of the leases includes contingent rentals.

Rental income receivable from operating leases amounted to HK$210 million in 2003
(2002: HK$225 million). There was no contingent rental recognised during the year (2002;
Nil).

The Group's total future minimum lease payments receivable under non-cancellable operating

TRESERASEENT: leases are as follows:
£ E Group #R17 Bank
2003 2002 2003 2002
—EUT Less than one year 165 197 105 126
—ENULEREF Five years or less but over one year 79 134 50 99
244 331 155 225
24, HitEE 24. Other assets _
£ Group fR17 Bank
2003 2002 2003 2002
EHIIR EH7I5
restated* restated*
RMEFEZEERERMANAIR ERR Unrealised gains on off-balance sheet interest
HufTETASHZ RERAF rate, exchange rate and other derivative
contracts which are marked-to-market 1,664 981 1,664 981
BAERIIE (B7527(8) K 25(F)) Deferred taxation ({notes 7(c) & 25(a)) 52 73 - -
RREEENERE Items in the course of collection
from other banks 3,244 2,886 3,244 2,886
Bl R AR Prepayments and accrued income 2,179 2,143 1,626 1,450
BREREZFANEZ 2 RERBEE Long-term assurance assets
attributable to policy holders 4,982 2,897 - -
HbBRE Other accounts 3,815 3,340 2,281 2,163
15,936 12,320 8,815 7,480
EXHEHBER: Remaining maturity:
« ZHRAA ¢ three months or less 8,811 6,929 8,096 6,156
« —BRULE-F « one year or less but over three months 770 637 536 394
s —FULERFE « five years or less but over one year 183 968 166 910
e AFEME * over five years 6,135 3,745 9 8
15,899 12,279 8,807 7,468
o« BEHE * overdue**
-ZEANUELEXRMEAR - six months or less but over three months 1 1
-RXBEULE—F - one year or less but over six months 2 3
- =L - over one year 24 27 5 8
37 41 8 12
15,936 12,320 8,815 7,480

* CEEEETHT AATRAEES
FEBERE T 8 (EF) [FIBHEI M
BHIT FEIRE-BENRZMZ2
[EHBEZEEIAT

EEREREE R RS REI BT ZE
gL FB e

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement
of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of
which are set out in note 2 “Change in accounting policy” on page 109.

**Represented mainly by overdue interest receivable included under “Prepayments and accrued

income”.
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RRIEMIEE &

25. BEBRR

(B) EEZZEEHREERRHE
BEAGERANZEENE (BE)/ 8E2EE

Notes on the Accounts continued

25. Deferred taxation

(a) Deferred tax assets and liabilities recognised

The major components of deferred tax (assets)/liabilities recognised in the balance sheets and

HEREFPEDHUT: the movements during the year are as follows:
3 &8 Group
izch.]
HOIBR AR MER
‘ ZHE BERE
i Depreciation Eff
\\ atlowances Revaluation
inexcess  of properties  —AREE
of related and equity General Hitt &
BEREIELS: Deferred tax arising from: depreciation  investments  provisions  Other  Total
—ERE=F-A-BE% At 1 January 2003
o RBIBERTEREIR * as previously reported - - - 83 83
cBEFEFHE 1 * prior year adjustments 20 685 (177)  (49) 479
s BREFEHRENR j * as restated 20 685 (177) 34 562
SR/ (ERDBRBAET(F)) Charged/(credited) to profit
| and loss account (note 7(3)) - (4) (15) 44 25
X EREERR ‘ Charged to reserves - 4 - - 4
—EE=F+=HR E+—B%%§$ At 31 December 2003 20 685 (192) 78 591
“EEF-A-HEH At 1 January 2002
CREBBESHEEIIR * as previously reported - - - (34) (34)
CBEFFHE * prior year adjustments 19 824 {230) (52} 561
s REFEHBRIR ‘ * as restated 19 824 (230)  (86) 527
REL/ CERVRRB(HF(F) Charged/(credited) to profit
and loss account (note 7(a)) 1 (16) 53 15 53
EEERR Credited to reserves - (123) - - (123
Hib Other - - - 105 105
ZEE-E+- A=+ -BES (BEFIT) At 31 December 2002 (restated) 20 685 (177) 34 562
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25, BEBE &
(F) EBBZETHARERBE &

25. Deferred taxation continued

(a}) Deferred tax assets and liabilities recognised continued

$817 Bank
BOIRE mER
268 BERR
Depreciation EACY
allowances Revaluation
inexcess  of properties ~ —RERE
of related and equity General Hip  AF
BEREZEL: Deferred tax arising from: depreciation  investments  provisions  Other  Total
ZRE=ZF-R—-A&% At 1 January 2003
s BEBEGFEREIR * as previously reported - - - 21)  (21)
s BEFEEZRE o prior year adjustments 36 592 (125)  (49) 454
s RERMEHEEIR * as restated 36 592 (125) (70) 433
FER /() 8RR Charged/(credited) to profit
and loss account (3) m (16) 14 (6)
—ZEEZFE+R=T—B&H At 31 December 2003 33 591 (141) (56) 427
—EE-F-A—B&# At 1 January 2002
s REBEEHEENT * as previously reported - - - (34) (34
c BEFEZHE * prior year adjustments 32 682 (153)  (52) 509
s BEHEHRENT * as restated 32 682 (153)  (86) 475
S /(%) Bk Charged/(credited) to profit
and loss account 4 (14) 28 16 34
EREESR Credited to reserves - (76) - - (76)
ZER-F+-RB=+-BEH (BT At 31 December 2002 (restated) 36 592 {125)  (70) 433
£ Group #847 Bank
2003 2002 2003 2002
EHRIF BEEFIF
restated* restated*
NEEBERNERZ Net deferred tax assets recognised
BREREEERE on the balance sheet
(H3E7(R) Fe24) {notes 7(c) & 24) (52) (73) - -
REEABRAERZ Net deferred tax liabilities recognised
EREHEABEESE on the balance sheet
(His7(R) %28) {notes 7(c) & 28) 643 635 427 433

* CFF_EZETET BETRHEEE
STEBERE K (BE) (FEHE R
EFST FEFRE-BENRZHE2
[EHBERZEBIET-

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement
of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of
which are set out in note 2 "Change in accounting policy” on page 108.
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RENS 2 Notes on the Accounts continved

25 RERE & 25. Deferred taxation continued

(Z) REBZETHELE (b) Deferred tax assets not recognised

REER SEEHBLARBEE2 RER At balance sheet date, the Group has not recognised deferred tax assets in respect of tax
B ALESSBNTIEET (282 losses of subsidiaries amounted to HK$43 million (2002: HK$51 million). The tax losses do
FREIT-SEAL) -HBERERE not expire under current tax legislation.

FEEAMR

() X BRZELEHEAE (c) Deferred tax liabilities not recognised

RZIEE=% ﬁfzﬁiﬁéﬁﬁﬂ‘ REHERE There were no deferred tax liabilities not recognised for the year of 2003 {2002: Nil).
(ZBEZ5:8)-

S

26 ER-HERHGER 26. Current, savings and other deposit accounts
£ Group #£77 Bank

2003 2002 2003 2002
BFER Customer deposit accounts
s ERER * current accounts 48,568 36,242 48,568 36,242
« REER * savings accounts 205,769 154,476 205,769 154,476
s THREMTFR : e time and other deposits 177,634 206,973 167,730 197,559
BHERE : Certificates of deposit in issue 7,927 15,916 7,927 15,916
BHAMBERES Other debt securities in issue 15 86 15 86

439,913 413,693 430,009  404,27%

BREFER BB EMBERE AR The analysis of remaining maturity of customer deposit accounts, certificates of deposit in

BRI ERESFmT: : issue and other debt securities in issue is as follows:
%£& Group #R1T Bank
2003 2002 2003 2002
EPRER ; Customer deposit accounts
ILSE R ‘ Repayable on demand 281,296 210,351 280,512 208,914
EHhEEREmBaEs With agreed maturity dates or periods of
AT F R ‘ notice, by remaining maturity:

s ZEARBIEMBIE » three months or less but not

i repayable on demand 139,123 180,380 130,055 171,608
s —BELEE—F ‘ * one year or less but over three months 7,474 6,701 7,422 6,496
s —FNFEARF ‘ * five years or less but over one year 3,720 259 3,720 259
*AENUE ‘ * over five years 358 - 358 -

431,971 397,691 422,067 388,277
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26. AR RERHGER 2

26. Current, savings and other deposit accounts continued

£8 Group $877 Bank
2003 2002 2003 2002
BHEFRE Certificates of deposit in issue
EEH B FERBRE: Remaining maturity:
o —EAREIEESHE » three months or less but
not repayable on demand 908 2,887 308 2,887
« ZBANLEE—~F * one year or less but over three months 1,132 9,635 1,132 9,635
s —ELFEREF « five years or less but over one year 5,685 3,189 5,685 3,189
s AFERAE * over five years 202 205 202 205
7,927 15,816 7,927 15,916
BHEMBEES Other debt securities in issue
BRI AFSER: Remaining maturity:
+« ZBAREIERRE A * three months or less but
not repayable on demand 15 48 15 48
s ZAANULEE—F * one year or less but over three months - 38 - 38
15 86 15 86
439,913 413,693 430,009 404,27¢
27. BEER 27. Deposits from banks
£M® Group #R17 Bank
2003 2002 2003 2002
ENESEIE Repayable on demand 654 555 644 555
EREFEREBYE With agreed maturity dates or periods of
RSB THEIMHE: notice, by remaining maturity:
+ = BARBIENHEIE * three months or less but
not repayable on demand 448 515 448 145
s ZEAUEE-F * one year or less but over three months 100 2 100 2
1,202 1,072 1,192 702
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BREME & ;

Notes on the Accounts continued

28. Kt AfE ; 28. Other liabilities
j %8 Group #R1T Bank
2003 2002 2003 2002
| BHFYT BEHFIR
! restated* restated*
BEETER: Short positions in securities:
B% Treasury bills 522 1,861 522 1,861
BHES Debt securities
o BTEES ¢ government securities 990 1,045 990 1,045
o Efbn HiEE: ° other public sector securities 2 10 2 10
1 1,514 2,916 1.514 2916
BEREFRUIMNETETESZ Unrealised losses on off-balance shest
%'J%‘E%&ﬁ’r@’fﬁilﬂi interest rate, exchange rate and
BHZRERER : other derivative contracts which are
marked-to-market 1,277 832 1,277 832
AEIRRIE (F1527(3) Current taxation {note 7(c)) 523 249 481 197
BIEBIE (B5E7(R) R25(F) Deferred taxation (notes 7(c) & 25(a)) 643 635 427 433
REZEERMTEE ftems in the course of transmission to
; other banks 3,968 4,629 3,968 4,629
st RIERE A : Accruals and deferred income 2,155 1,668 2,058 1,577
BERINES Provisions for other liabilities and charges 363 313 17 33
ERERERE ARSI ERERER Long-term liabilities attributable to
‘ policy holders 4,982 2,897 - -
) QOthers 3,722 606 4,730 1,576
19,147 14,745 14,472 12,193
ZEHBFSHEE: Remaining maturity:
s Z@ARA * three months or less 11,649 9,740 12,629 10,716
* ZBARLEE—F * one year or less but over three months 977 831 718 605
o —FLLZERE s five years or less but over one year 674 434 576 325
s AFHE e over five years 5,847 3,740 549 547
19,147 14,745 14,472 12,193

*ZET_FETEY BXTRMEEE
FEBERNEFT R USST)IREHEIM
EFFHT -FENRE-BENEZHH2
(B BEZEEI BT
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* Certain figures for 2002 have been restated to reflect the adoption ofHong Kong Statement
of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of
which are set out in note 2 "Change in accounting policy” on page 109.




29. &

Eaiilie
RITZEMREABE-—E—TERE(ZT
ToFBEE-B—TERALD HR=-TZE
BROZETZE: TR BRBELR
s

29. Share capital
Authorised:

The authorised share capital of the Bank is HK$11,000 million {(2002: HK$11,000 million)

divided into 2,200 million shares (2002 2,200 million shares) of HK$5 each.

2003 2002
BB Issued and fully paid:
+TABE—F-BNTHEE-_FLE=+~K 1,911,842,736 shares (2002: 1,911,842,736 shares)
(ZEE-F +hE-T-BA+HEEZ of HK$5 each. 9,559 9,559

FTrEZHAR) BRE%ATE

BoE 8.

During the year, the Bank made no repurchase of its own shares (2002: Nit).

30. #E 30. Reserves
HEL
3] #]1T  Associated
—EB=F 2003 Group Bank  companies
REBEF Retained profits 19,720 11,943 90
PHERRENEEEERE Premises and investment properties
revaluation reserves 5,813 4,561 459
ROREREERHE Long-term equity investment revaluation reserve 1,009 : ~ -
BAEDEE Capital redemption reserve 99 99 -
26,641 16,603 549

REBHEF Retained profits

“BE-F A28 At 1 January 2003

 BRBEETHEIR * as previously reported 19,242 12,729 88]

s SN RENBE L BE * arising on change in accounting policy 198 146 -

s REMEHRENR » as restated 19,440 12,875 88

BEREGRE Exchange and other adjustments 18 16 -

AR 57 FE 45 043 ) Profit attributable to shareholders 9,539 8,335 26

ies Dividends (9,368) (9,368) (24)

HERE Transfer of depreciation to premises

ITHLELFEE revaluation reserve 68 62 -
RELTUHREENEMER. Realisation on disposal of premises and
BiEEE investment properties 23 23 -
ZEER-F+ A=+ At 31 December 2003 19,720 11,943 90
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Notes on the Accounts continued

30. it & 30. Reserves continued
BEQE
S BR1T  Associated
—EE=F 2003 Group Bank  companies
I RIREMEEEEE Premises and investment properties revaluation reserves
?:fﬂti hRE ‘ Premises revaluation reserve
ZR=F—-A—-B&% ¢ at 1 January 2003
- ﬁ?ﬁiiﬁﬁ HIEFR -~ as previously reported ’ 4,200J l 3,790 -
- BT HENREZ AR ~ arising on change in accounting policy (657) (600) -
- REHGHEETIR - as restated 3,543 3,190 -
ERERNRRERE ¢ deficit on revaluation, net of deferred tax (285) (276) -
s BRBAMBRIAE » transfer of depreciation from retained profits (68) (62) -
c BRAREMESHHEES, s transfers to investment properties
revaluation reserve 11 6 -
s EERMERELAE | o deferred tax and other adjustments (78) (71) -
cCETSE+-A=+-BEH » at 31 December 2003 3,123 2,787 -
REMEEEEE ! Investment properties revaluation reserve
« ZFET=E-F-BEH s at 1 January 2003 3,124 1,974 584
o EREE (H723(T)) < deficit on revaluation (note 23(d)) (273) (170) -
. %153?%’%“&747)%27)@%@ » share of revaluation deficit of
(BF5223(T) an associated company (note 23(d)) (125) - (125)
o BITH EHEEBRER e transfers from premises revaluation reserve (13) ¢)) -
s HELREMEMBERZ BHABE * realisation on disposal of investment
| properties (23) (23) -
s TEEZF+-AS+-BES s at 31 December 2003 2,690 1,774 459
|
ﬁﬂt&?ﬁﬁ%%if?jfﬁ%éﬁ Total premises and investment properties
“ revaluation reserves 5,813 4,561 459
REREREELHE ‘ Long-term equity investment revaluation reserve
~ET=F-F-BEL At 1 January 2003
« BEBESHUERNT e as previously reported 1,031 \ - -
e EHENREZRE » arising on change in accounting policy (20) J - -
o BEBHEHEEIR * as restated 1,011 - -
EREECMRELERE Surplus on revaluation, net of deferred tax 410 - -
EEHREREREAMERY Realisation on disposal of
EffEE long-term equity investments (410) - -
BREFIRERE AR ‘ Deferred tax and other adjustments (2) - -
“EREFF A=+ Bk At 31 December 2003 1,009 - -
ETBEHEE Capital redemption reserve
ZET=F-R—-Bk At 1 January and
TZA=+—H#& 31 Decamber 2003 99 99 -
ZRE=F+ A=+ BfiEES Total reserves at 31 December 2003 26,641 16,603 549
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30. B &7

30. Reserves continued

BERT

SE |17 Associated
Group Bank companies
EHHIT  EAAIT
ZERBEC-F 2002 restated* restated*
REEF Retained profits 19,440 12,875 88
THREREADEEERE Premises and investment properties
revaluation reserves 6,667 5,164 584
RHREREEREE Long-term equity investment revaluation reserve 1,011 - -
BREREE Capital redemption reserve 99 99 -
27,217 18,138 672
HRE BT Retained profits
ZERIFE-A-B&H% At 1 January 2002
s EEBAEHHEIT * as previously reported 19,499 11,657 311
s FHHENELBE » arising on change in accounting policy 254 180 -
s REHEHBRENTR * as restated 19,753 11,837 311
REDAMHAE Exchange and other adjustments 3 3 -
EEREF Profit attributable to shareholders 9,920 11,278 113
SN Dividends (10,324) (10,324) (38)
HERE Transfer of depreciation to premises
THEEREE revaluation reserve 79 72 -
BELTUHRBEVMENERZ Realisation on disposal of premises and
BERE investment properties 9 9 -
Hit Other movement - - (298)
ZRRIE+ZRz+—Bé&K At 31 December 2002 19,440 12.875 88
TR RRENEELREE Premises and investment properties revaluation reserves
T EGEE Premises revaluation reserve
s —RE-_E-A-BER * at 1 January 2002
- BEBEFEHBEIR - as previously reported 4,789 4,267 -
- BB NE 2 RE - arising on change in accounting policy {766) (690) -
- BEHNEHBEENT ~ as restated 4,023 3,577 -
« EMREDTRELERE « deficit on revaluation, net of deferred tax (344) (304) -
s AREHRFBRZITE » transfer of depreciation from retained profits (79) (72) -
s BANEAYEERRE » transfers to investment properties
revaluation reserve (72) (25) -
s BERFEREMARE ‘ « deferred tax and other adjustments 15 14 -
s TEE-F+ A=+ —BER * at 31 December 2002 3,543 3,190 -
REMEEERE Investment properties revaluation reserve
« ZREZF-A-BEH s at 1 January 2002 3,330 2,129 597
o SIRBIE (FFE23(T)) « deficit on revaluation (note 23(d)) (270) {175) -
s EIRBE LR EL HE » share of revaluation deficit of
(H5E23(7)) an associated company (note 23(d)) {(13) - {(13)
o HITHEEBERER s transfers from premises revaluation reserve 86 29 ~
s BEMBREYEMERL » realisation on disposal of
EREE investment properties (9) (9) -
s TREEEFZR=T-0HR * at 31 December 2002 3,124 1,974 584
THBEREMESEREST Total premises and investment properties
revaluation reserves 6,667 5,164 584
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Notes on the Accounts continued

30. & & 30. Reserves continued
850 5]
£5 #]R17  Associated
Group Bank  companies
EHSIT BRI
—EE-F : 2002 restated*  restated*®
RERFREEMHERS Long-term equity investment revaluation reserve
—ETC-E-R-O#% At 1 January 2002
« REBEEHRENR e as previously reported 1 2,323 - -
s ITHERE 2 B * arising on change in accounting policy ‘ (49J - ‘ - }
« RBHEHBENR | * as restated 2,274 - -
ERBECHRELHE Deficit on revaluation, net of deferred tax (840) - -
RELEOREREMERZ Realisation on disposal of
EREE long-term equity investments (423) - -
:2§:¢+:HE+TE#§§% At 31 December 2002 1,011 - -
BXREEIHE Capital redemption reserve
ZEE-F-F-BF At 1 January and
TZAZT-RES 31 December 2002 99 99 -
SEECS+- A=+ BfEEES Total reserves at 31 December 2002 27.217 18,138 672

C CFFEIETRE BATRATAES
HEBEHEF % (52T [FIBHEI
EFAITRENRE— A EAE 2 M2
[EHBREZ LD BT

(iG] RIAFRERE| HERTEY
FE BRI :

AARNRESRTEBIHBLA BRREE

RELZEEERERREERTREER
AR H AR FRRZREEFBRR T
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* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement
of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of
which are set out in note 2 "Change in accounting policy” on page 109.

The “Revaluation reserves” and the “Capital redemption reserve” do not represent realised

profits and are not available for distribution.

The Bank and its banking subsidiary companies operate under regulatory jurisdictions which
require the maintenance of minimum capital adequacy ratios and which could therefore

potentially restrict the amount of retained profits which can be distributed to shareholders,




M. BEREBYHER

(F) BXBFARHEXED

31. Reconciliation for cash flow statement

{a) Reconciliation of operating profit to net cash flow from operating activities

Z2RERRAYESR
2003 2002
BT Operating profit 10,683 10,684
SERLBHRA Net interest income (10,179)  (10,805)
AR B A Dividend income (92) (99)
RIBREE Provisions for bad and doubtful debts 792 571
HE Depreciation 329 352
RERREZEBHE Amortisation of long-term investments 203 (96)
BRI EIE 7 BRRREE Advances written off net of recoveries (1,172) (1,148)
FMBBA Interest received 10,240 13,068
FIRTH Interest paid (2,747 (4,450)
BERSPDAEREN Operating profit before changes in working capital 8,057 8,077
ReREHESC® Change in cash and short-term funds 99 (762)
—BAUERERZ Change in placings with banks
THERREZEZZ2E) maturing after one month 12,890 12,085
FREZEH Change in certificates of deposit 1,392 (7,022)
HEBZABRZESZE Change in securities held for dealing purposes (34) 969
EFERZEE Change in advances to customers (4,524) (1,549)
ERZERASRKASRNBLE Change in amounts due from immediate holding
RRZEE company and fellow subsidiary companies 341 7,281
HEwBEZES Change in other assets (3,491) (3,737)
BFERZE Change in customer deposit accounts 34,280 1,927
FREEELH 22 Change in debt securities in issue (8,060) (2,562)
EELE P Change in deposits from banks 130 (1,550)
ERERATRASEMBLR Change in amounts due to immediate holding
ERzZ28 company and fellow subsidiary companies 797 564
HigEe® Change in other liabilities 4,199 2,941
HEREESREAEREES Elimination of exchange differences
and other non-cash items (11,984) (5,239)
REEETDEE2RE Cash generated from operating activities 34,092 5,423
BEREBZ Taxation paid (526) (742)
REERTHZPRRERA Net cash inflow from operating activities 33,566 4,681
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Notes on the Accounts continved

31. Reconciliation for cash flow statement continued

(Z) REREABEBEERBAH (b) Analysis of the balances of cash and cash equivalents
2003 2002
EEESRTHREREHSREE Cash in hand and balances with banks and
other financial institutions 5,823 3,676
BHEER—EA W?'J?ﬁZE%ﬁE&@% Money at call and placings with banks
maturing within one month 71,658 70,562
E% Treasury bills 91 2,531
FRE Certificates of deposit 3 48
77,575 76,817

HeRSAAS L EA BRI E Y
BB 0EEEES R -BAREEZE
BEMEE (KB ARG SR
F%) BaEE G EH= AN EA
RERE -~ EE-EHTEEHI T

The components of cash and cash equivalents have been reclassified, in light of their liquid

nature, to include cash and balances with banks maturing within one month (previously bank

balances maturing within three months had been included), and treasury bills and certificates

of deposit with less than three months' maturity from the date of acquisition. The figures for

2002 have been restated.

2. AEEH RBRFTETA
(F) BHEH ERZHELH

32. Contingent liabilities, commitments and derivatives

(a) Contract amount, credit equivalent amount and risk-weighted amount

REBMESHE
£M Group
BEZ Y
; BELE  MELE
‘ EEok X Credit Risk-
' Contract  equivalent weighted
—Bg=F 2003 amount amount amount
HEEH Contingent liabilities:
BER Guarantees 12,401 12,143 3,622
AiE: Commitments:
EHREREHESHERS . Documentary credits and short-term
trade-related transactions 8,098 1,620 1,613
ABRAZEXFEAEN FEER Undrawn formal standby facilities, credit lines
HEpMEE#: ‘ and other commitments to lend:
o —FHT s under one year 69,099 - -
« —FERUE * one year and over 19,623 9,811 8,949
Bt Other 160 160 62
96,980 11,591 10,624
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2. AEER-RERMTEIA F
(F) HNEH FRZHSEE

32, Contingent liabilities, commitments and derivatives continued

(a) Contract amount, credit equivalent amount and risk-weighted amount continued

REBNEZE 7
IR Group
- 0rd Bk
BERE  NELE
okl Credit Risk~
Contract  equivalent weighted
—282=F 2003 amount amount amount
ERSH: Exchange rate contracts:
B REAINER S Spot and forward foreign exchange 76,408 1,080 322
EmERSHD Other exchange rate contracts 33,160 401 141
109,568 1,481 463
FESH: Interest rate contracts:
F| R 8 Interest rate swaps 91,629 1,300 315
HMEREH Other interest rate contracts 17,578 45 21
109,207 1,345 336
EMTETAAY Other derivative contracts 297 9 2
817 Bank
iEy = k4
BESH mEEE
2HEH Credit Risk-
Contract  equivalent weighted
—Eg=f& 2003 amount amount amount
HBES: Contingent liabilities:
ER Guarantees 12,802 12,544 4,023
EE: Commitments:
EREREBEZIBERS Documentary credits and short-term
trade-related transactions 8,098 1,620 1,613
ROBEZEXBREMN ZHER Undrawn formal standby facilities, credit lines
H i s and other commitments to lend:
o —FPT ¢ under one year 68,981 - -
o —FREL * one year and over 19,622 9,811 8,949
96,701 11,431 10,562
ERLH: Exchange rate contracts:
AEBRERNERS Spot and forward foreign exchange 78,811 1,104 334
HMERRH Other exchange rate contracts 33,160 401 141
111,971 1,505 475
FMEALD: Interest rate contracts:
FiRE R Interest rate swaps 83,958 1,232 301
HafEen Other interest rate contracts 17,143 45 21
101,101 1,277 322
HifTE TAERH Other derivative contracts 292 9 2




REMET & : Notes on the Accounts continued

2. REBH FERTEIA & 32. Contingent liabilities, commitments and derivatives continued
(F) BB CEZHELH {a) Contract amount, credit equivalent amount and risk-weighted amount continued
RABNEEE 5 |
%8 Group
) -4 Bk
HESE MEEE
E=Fokiakl Credit Risk-
! Contract  equivalent  weighted
ZEE-F | 2002 amount amount amount
REERE: ! Contingent liabilities:
iR 3 Guarantees 13,864 13,717 4,321
i ‘ Commitments:
EREREBEZIRERS Documentary credits and short-term
1 trade-related transactions : 6,982 1,400 1,394
®BAZ EXAEREN SEER Undrawn formal standby facilities, credit lines
HAn B | and other commitments to lend:
o —FLT ‘ o under one year 65,110 - -
o —ERME e one year and over 21,565 10,783 9,840

Ef Other 41 41 41
| 93,698 12,224  11.275

EESH: ! Exchange rate contracts:

EMEARIEERINER B Spot and forward foreign exchange 73,607 894 251

HEMERSH Other exchange rate contracts 24,104 261 55
‘ 97,711 1,155 306

MESH: 1 Interest rate contracts:

F X5 5 1 Interest rate swaps 64,443 1,454 357

EMFIESH Other interest rate contracts 7,969 8 2
: 72,412 1,462 359

HPTETAAH ‘ Other derivative contracts 177 6 1
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32, Contingent liabilities, commitments and derivatives continued

(F) X FHEZESEHE {a) Contract amount, credit equivalent amount and risk-weighted amount continued
REBRMESE &
817 Bank
-4 B
HBELE SR
cHER Credit Risk-
Contract  equivalent weighted
—EEF 2002 amount amount amount
RBEE: Contingent liabilities:
BR Guarantees 14,264 14,118 4722
AE: Commitments:
EREREHEZBERS Documentary credits and short-term
trade-related transactions 6,982 1,400 1,394
RBAEIREAERN ZEER Undrawn formal standby facilities, credit lines
H AR - and other commitments to lend:
o —ENT * under one year 65,067 - -
« —ERMLE * one year and over 21,565 10,783 9,840
93,614 12,183 11,234
BEEEL: Exchange rate contracts:
BB EBNER S Spot and forward foreign exchange 76,662 925 266
HEMEZEH Other exchange rate contracts 24,104 261 55
100,766 1,186 321
FIEEL: Interest rate contracts:
FlER Interest rate swaps 60,422 1,433 353
HMMEGE Qther interest rate contracts 7,076 8 2
67,498 1,441 355
HMHTETESSD Other derivative contracts 177 6 1
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2. WERM ERRITETIA &
(F) ANSH ERZEESE

REBMEEE &
FRIIHEERRRUNRS I ABANE
B EECESCERARNESE-HER
HYEELE NAKRERRNESES
Bt ESEIREEERGTERANES
BERRHEMEE LRTHSRE Y R
RERSET T MENEEERER AR
BUNEEEATEEN 25 MBEZ F
BREMITETAAD AERNEETSE
EESZETe

FEERBRARDEREREAE XS B
EREi ERE ERERREHEEZAE-
gk BRER TRABFPREERZE
BAER HEELER IR FRELEFLZ
HYPH TEFOEEGE HATERE
FRZER-AR U BEEEFTRERER
FERH BANSEZBRET FREARKE

BESERVINZSRIAREINE FER

REETHLAET2HE B HHRE
BEXS-

BETAZANSERREHY 8 HREH
IRBHE BUTRERREE HSIA
P EEEESENRABRRTLEANE
Z2ARISHE DARTABERATHEL
ANBERSE EHESERME @8-

Notes on the Accounts continued

32. Contingent liabilities, commitments and derivatives continued
(a) Contract amount, credit equivalent amount and risk-weighted amount continued

The tables above give the nominal contract, credit equivalent and risk-weighted amounts of
off-balance sheet transactions. The credit equivalent amounts are calculated for the purposes
of deriving the risk-weighted amounts. These are assessed in accordance with the Third Schedule
of the Hong Kong Banking Ordinance on capital adequacy and depend on the status of the
counterparty and the maturity characteristics. The risk weights used range from 0% to 100%
for contingent liabilities and commitments, and from 0% to 50% for exchange rate, interest

rate and other derivative contracts.

Contingent liabilities and commitments are credit-related instruments which include
acceptances, letters of credit, guarantees and commitments to extend credit. The risk involved
is essentially the same as the credit risk involved in extending loan facilities to customers.
These transactions are, therefore, subject to the same credit origination, portfolio maintenance
and collateral requirements as for customers applying for loans. As the facilities may expire
without being drawn upon, the total of the contract amounts is not representative of future

liquidity requirements.

Off-balance sheet financial instruments arise from futures, forward, swap and option

transactions undertaken in the foreign exchange, interest rate and equity markets,

The contract amounts of these instruments indicate the volume of transactions outstanding at
the balance sheet date and do not represent amounts at risk. The credit equivalent amount of
these instruments is measured as the sum of positive mark-to-market values and the potential
future credit exposure in accordance with the Third Schedule of the Hong Kong Banking

Ordinance.

(Z) EERZE (b} Replacement cost
%9 Group #R17 Bank
2003 2002 2003 2002
EXRAL Exchange rate contracts 876 485 876 485
FIREH Interest rate contracts 997 1,231 956 1,228
HEMfTETASH Other derivative contracts - 1 - 1
1,873 1,717 1,832 1,714

BHZEBRARRMERTESREAL
BEZAH (REFEERELZAMN) BE T
BREANLEEINEEIHEELH

The replacement cost of contracts represents the mark-to-market assets on all contracts
(including non-dealing contracts) with a positive value and which have not been subject to

any bilateral netting arrangement.




2. REEB RARTEIA &
(A) LRERAFFBESEEBRIR 26T
ETAGHSAMT:

32. Contingent liabilities, commitments and derivatives continued
{c) Included in the above tables are the following amounts of derivative contracts which were

made for dealing purposes:

£ Group 77 Bank

2003 2002 2003 2002

Exa4): Exchange rate contracts:
BEARERMNER B Spot and forward foreign exchange 76,408 73,607 78,811 76,662
HipEREH Other exchange rate contracts 32,850 23,587 32,850 23,587
109,258 97,194 111,661 100,249

MEEH: Interest rate contracts:

MRz H Interest rate swaps 35,605 31,685 35,605 31,685
HtbFEEH Other interest rate contracts 5,506 1,057 5,506 1,057
41,111 32,742 41,11 32,742
EffTETESH Other derivative contracts 297 177 292 177

HBEZER MEREMTEIASHTIEE
REAR HRERREIRIEREERARY
BRER -UESONERETSI U RME
BAEATZERERARXFAZRNELRR

o

RV

BRERERMAFS RITEREEBRITRE
BEMKBHLERRAKE-

The remaining exchange rate, interest rate and other derivative contracts were made for non-
dealing purposes, i.e. to hedge risk, or to synthetically alter the risk characteristics of assets
and liabilities. The transactions are either conducted directly in the market or indirectly through

the Bank's immediate holding company or fellow subsidiary companies.

tn addition to the above, the Bank enters into guarantees and letters of support on behalf of

other Group entities in the normal course of husiness.

33. hABIFERZEE
HE-ZE=F+-_A=+-H HA£EZA
BEERS+AEBEATREER (B2 _F:
BE-_+N\BAT-8ET) RBITZEES
BETSNEATREERL (ZEE_5 4%
ZHNEATBERL) FEREEKOE
BEL EEFER-AEBARRESEERD
HRZEESERBE T AENT=EER
(ZRZ -5 B¥-_tEATABER):
FITRBEE T AMENT=EER(ZFE=
ERE_TN\ERTAEST) YTERY
RIEFREREEES I RIRBRE]IAZ
BB BRI FHRRRREE ZFLFIE
EHFEEREESEARE—T 5226
+F-BET(CEE-F AENBLTEE
EThBER) R|ITNAEBENEATNE
OB (ZER-F:BE E=+/EN
FTHhEERT) -

33. Assets pledged as security for liabilities

At 31 December 2003, liabilities of the Group amounting to HK$1,664 million (2002:
HK$2,852 million) and of the Bank amounting to HK$1,664 million (2002: HK$2,852 million)
were secured by the deposit of assets, mainly related to sale and repurchase arrangements,
The amounts of assets pledged by the Group to secure these liabilities were HK$1,693 million
(2002: HK$2,859 million) and by the Bank were HK$1,693 million (2002: HK$2,859 million)
respectively and mainly comprised items included in “Cash and short-term funds” and “Long-
term investments"”. In addition, the amount of debt securities deposited with central
depositories by the Group to facilitate the settlement processes were HK$110,272 million
(2002: HK$85,439 million) and by the Bank were HK$86,840 million (2002: HK$62,889 million)

respectively.
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Notes on the Accounts continued

34. EXEE 34. Capital commitments
%8 Group B17 Bank
2003 2002 2003 2002
ERAREITENCHT Expenditure authorised and contracted for 79 105 72 99
BREERBITANZER Expenditure authorised but not contracted for 1,626 - 1,626 -
‘ 1,705 105 1,698 99

BATEREERBITROZHZETAR
ABRBITRBAREZIES ZTRBAN
ERZAZ - SRECABBTREZT
NEBR (ARBEERTLE-_TAEBE
T HEERITA-FZRTEARANEZ2
EURGHERERT

Included under “Expenditure authorised but not contracted for” was a commitment of
HK$1,626 million (equivalent of RMB1,726 million) to acquire 15.98% in the enlarged capital
of Industrial Bank Company Limited, a national joint-stock commercial bank in The People’s

Republic of China.

35, BHFER
AEALSLREANEEZETHERS
B HESHEIEAFH-RA—EAF K
A B S B B A 2 R
M- ZSHNTELEREES

$ﬂ?§£i§2%¥ﬁ%@ﬁ@%%ﬁ“ﬁfﬂﬁﬁitﬂ

35. Lease commitments
The Group leases certain properties and equipment under operating leases. The leases typically
run for an initial period of one to five years and may include an option to renew the lease

when all terms are renegotiated. None of these leases includes contingent rentals.

The total future minimum lease payments payable under non-cancellable operating leases are

BEENNT - as follows:
£/ Group #R17 Bank
2003 2002 2003 2002
—&EUT Within one year 169 165 169 164
—FUEERF Between one and five years 161 195 160 194

330 360 329 358




36. BEEMKER

(F) RERBERHE
AEBRB=MATFREFEE -REEH
BABEERARENEZTENH B
([HSBDBS ]} BREAETAAZNTES-
HumBEnEsABERTREE
([HSBPS)) REEABITHERKERES
([HSBNTBS)) BERITREFIREFIGE
BR-ANANETE—BRTEZHKE M
BERTREHBREERITRERKES
ER2ARN—NANAAE+-_A=Z+—BRTE
ZHHE-

TRHSAAEECREESRTMEEN
B BERAEE EEERLEEEE
PRBE-TEERBEERBENZEES
BHEEFHER- ST ARBERERZZE
ZETZAZ+-BRIT HERAMBLF
EYABRR (BR)ERARZHERS (X
ERENSEEEELREE) KA Projected
Unit Credit Method B -t EREFIZEF
HERZEERARAGBRAEAZSERE
EEBREERARRZBIRATBINT

(- BEREERBRZERAOT:

36. Employee retirement benefits
(a) Defined benefit schemes

The Group operates three defined benefit schemes, the Hang Seng Bank Limited Defined
Benefit Scheme ( "HSBDBS") which is the principal scheme which covers about 80% of the
Group ' s employees and two other schemes, the Hang Seng Bank Limited Pension Scheme
("HSBPS") and the Hang Seng Bank Limited Non-contributory Terminal Benefits Scheme
{"HSBNTBS"). HSBDBS was closed since 1 April 1999 and HSBPS and HSBNTBS were closed

since 31 December 1986.

These schemes are funded defined benefit schemes and are administered by trustees with
assets held separately from those of the Group. The Group makes contributions to these
schemes in accordance with the recommendation of qualified actuary based on annual actuarial
valuations. The latest annual actuarial valuations at 31 December 2003 was performed by £ Chiu,
fellow of the Saciety of Actuaries of the United States of America, of HSBC Life (International)
Ltd, a fellow subsidiary company of the Bank, using the Projected Unit Credit Method. The
amounts recognised in the balance sheet at year-end and retirement benefits costs recognised
in the profit and loss account for the year in respect of these defihed benefit schemes are set

out below.

{i) The amounts recognised in the balance sheets are as follows:

£ MR BT Group and Bank

BERT B RIT
SEFMR EERT FOEIRAK
BHEE REHH ERE:
—g%=% 2003 HSBDBS HSBPS  HSBNTBS
ERBESZEFNARNRE Present value of funded obligations 3,072 182 4
HEEGVEEQATRE Fair value of scheme assets (3.324) (219) (32)
RERZBFRERN Net unrecognised actuarial gains 215 - -
REERBRAERZEERE Net asset recognised in the balance sheet 3n 37 (28)

SHESAEUENAEZ LR

Obligations covered by plan assets (%) 108 120 800




FRIME & Notes on the Accounts continued

36. EEEMKERN & ‘ 36. Employee retirement benefits continued
(F) RERBZERE & (a) Defined benefit schemes continued
£ R AT Group and Bank
B4 BERIT
REME B4 RIT ZARK
BREE REHE ERES
—ERCE ‘ 2002 HSBDBS HSBPS  HSBNTBS
EREERZRIAENEAE Present value of funded obligations 2,931 185 5
HEESCEEATEE Fair value of scheme assets (2,867) (210) (32)
AR EREER Net unrecognised actuarial losses (79) 4) (1
REERRRAERCAEFE Net asset recognised in the balance sheet (15) (29) (28)
HEESAEHBENARILE Obligations covered by plan assets (%) 98 114 640

BERTATHERMTBEERREELSE  The scheme assets of HSBDBS included ordinary shares issued by HSBC Holdings plc with a
BREBATBRTZEBREQATEBEREY  fair value of HK$151 million (2002: HK$112 million), The scheme assets of HSBPS included
—~EBRF—EAET (ZEEL ¥ -—E-—T certificates of deposit issued by the Bank with fair value of HK$2 million {2002: Nil).
CHEER) EERGREHREERESS

BOIZEREATREARE _BET (28

BooE)-
(DIREEEBERNERZEEFEE (ii) Movements in the net assets recognised in the balance sheets are as follows:
W ‘
S B R RTT Group and Bank
BERT BERT
REF & BERTT A RK
B8 EEHE EREe
—BB=H 2003 HSBDBS HSBPS  HSBNTBS
~B—H&E% (RTRBEFIR At 1 January (transitional asset

ERZATHEE) ‘ recognised in “Retained profits”) (15) (29) (28)
FAREK Contributions paid (186) (9) -
RERZEERAERFZ L Net expense recognised in the profit

: and loss account 164 1 -
R+—A=+— EZEE%@ Net asset at 31 December (37) (37) (28)
ZEERCE 2002
—B—H&s (RIELEM R At 1 January (transitional liability/(asset)

BWRZAARE/(EE) recognised in “Retained profits”) 242 (27 (26)
FERHEZK ‘ Contributions paid (435) - -
REBEBEEAERZFZY, Net expense recognised in the profit

and loss account ‘ 178 (2) (2)

R+-_A=+—B2BEZE Net asset at 31 December (15) (29) (28)
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() RERSEFGE &
(D) RBEREERNBRZFIHEMT:

36. Employee retirement benefits continued
(a) Defined benefit schemes continued

(iii) Net expense recognised in the profit and loss account is as follows:

£ Group

BAELRT BEERTT

REFR BEHT TAERRK

BREH REN EEES
BB F 2003 HSBDBS HSBPS  HSBNTBS
ZHRBRAR Current service cost 174 1 -
F 8RR Interest cost 162 9 -
BHRERR Expected return on scheme assets (172) 9) -
REEBIHHFST)) Net expense for the year (note 5(d)) 164 1 -
ERIREDR Actual return on scheme assets 439 15 -
ZEF=-F 2002
=B A Current service cost 192 1 -
8RR Interest cost 199 12 -
FEHREBRR Expected return on scheme assets (213) {(15) 2)
REREIHMBET)) Net expense for the year (note 5(d)) 178 (2) {2)
ERIEE E5H Actual return on scheme assets (231) 9 -

() BR-FE=F 2 REEREES (X
i TR M T

(iv) The principal actuarial assumptions used as at 31 December 2003 (expressed as weighted

averages) are as follows:

L & R{T Group and Bank

EEHT B R

REME BARTT BRI

BRIETE &EF+H ERER

IBg=F 2003 HSBDBS HSBPS  HSBNTBS
% % %

BEER Discount rate 5.5 5.5 5.5
BHEERGR Expected rate of return on scheme assets 6.0 45 2.0
BHFEEEER Expected rate of salary increases 45 45 4.5
HEREEER Expected rate of pension increases - 3.0 -
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36. EREMKERN &

Notes on the Accounts continued

36. Employee retirement bhenefits continued

(F) REFABERHY 5 (a) Defined benefit schemes continued
£8EET Group and Bank

BERTT EERT
AEME BEHT B A RK
E 58 EEiE EES
ZEE-F 2002 HSBDBS HSBPS ~ HSBNTBS
% % %
g Discount rate 5.5 5.5 55
BHRELRE Expected rate of return on scheme assets 6.0 4.5 2.0
BHFeBEEE Expected rate of salary increases 45 45 45
BEREREE Expected rate of pension increases - 3.0 ~

(Z) AESEAHB
~ANNERF-BXBEIBZESRS
Nz AESENHEAELEBE SN NE
BEEREE UL RETRESERL
RIESEFIHE AR BELRSEEHE
(~ANRE+L =B+ SR TEEHR
B) BERBRERATREHSHBRES
13 (ERE) BRATABS BN B-%4
REEBEARNEENEEREEHED
WeHE ([5H2]) YREEERHNLR
SRR RS BITEAESERN
BtEHE-

BRAESEMEE (RIERBLHE) &B
ZERENERBERTHOT:

(b) Defined contribution schemes

The principal defined contribution scheme for Group employees joining on or after 1 Aprit
1999 is the HSBC Group Hong Kong Local Staff Defined Contribution Scheme. The Group also
operates three other defined contribution schemes, the Hang Seng Bank Provident Fund Scheme
which was closed since 31 December 1986, the Hang Seng Insurance Company Limited
Employees’ Provident Fund and the Hang Seng Bank (Bahamas) Limited Defined Contribution
Scheme for employees of the respective subsidiaries. The Bank and relevant Group entities
also participated in mandatory provident fund schemes (“MPF schemes") registered under the

Hong Kong Mandatory Provident Fund Ordinance, which are also defined contribution schemes.

Contributions made in accordance with the relevant scheme rules to these defined contribution
schemes (including MPF schemes) are charged to the profit and loss account as below:

2003 2002

FERXEHES(T)

Charge for the year (note 5(d)) 18 18




37. BFEEAZHRH
AED2A-AnEYEERENREEY
ERERD ARG ZBOBBEE 5555
ERLARESE TRAR/ EBELER
BB RAREIRG B LS BI RRE
BRERETEEZDININFAT

(F) REELERENH

UBA-BETHRESEZETHFERLR
BERERBEN RTURESHBRTE
ZERAFRIANBARITERBE BEE
AROBERNEFRTAZ - T % 8K
HZ RS BRI

(D) EERANZRERBZEDNT:

37. Stock-based compensation
The Group participated in three share compensation plans operated by the HSBC Group for

acquiring of HSBC Holdings plc shares. They are the Savings-Related Share Option Plan,
Executive / Group Share Option Plan and Restricted Share Plan. Analysis of the movement in

the number of share options and exercise price of these plans is set out below.

{a) Savings-Related Share Option Plan

The Savings-Related Share Option Plan invite eligible employees to enter into savings contracts
to save Hong Kong dollar equivalent of up to £250 per month, with the option to use the
savings to acquire shares. The options are exercisable within six months following either the
third or the fifth anniversary of the commencement of the savings contract depending on
conditions set at grant. The exercise price is at a 20% discount to the market value at the

date of grant. No compensation cost is recognised.

(i) Movements in the number of share options held by employees are as follows:

2003 2002
B g4

Number Number

B—A—8
FEEREH
AEFETE
BREEEE
R+-A=+-8

RTZAZ+—BN&1TREHZBRE

('000) ('000)

At 1 January 7,854 7,977
Granted in the year 2,458 519
Exercised in the year (23) (13)
Less: Lapsed in the year (2,191) (629)
At 31 December 8,098 7,854

Options vested at 31 December - -

1975



FRIEMIE 2

3. BS5MRA 2B &
(F) REGBETREND &

(2) FREEFELHZ AREETOT:

Notes on the Accounts continued

37. Stock-based compensation continued
{a) Savings-Related Share Option Plan continued

(ii) Details of share options granted during the year, all of which were granted for nil

consideration :

2003 2002

T8 B# AREL

TEEE Exercise period Exercise pricc Number  Number
f ('000) (*000)

2003FE8 A1B E2004%F1 )5}\31 =) 1 Aug 2003 to 31 Jan 2004 5.22 - 3
20048 A1 AE2005%1 A31H 1 Aug 2004 to 31 Jan 2005 5.40 - 1
200458 R1HE200551 318 1 Aug 2004 to 31 Jan 2005 6.75 - 1
2005%8 A1BZ2006%F1A318 1 Aug 2005 to 31 Jan 2006 6.03 - 3
20058 F1HZE2006F1A318 1 Aug 2005 to 31 Jan 2006 6.32 - 438
20068 A1BE200751 A31R 1 Aug 2006 to 31 Jan 2007 5.35 2,093 -
20078 A1BE2008% 1 A31H 1 Aug 2007 to 31 Jan 2008 6.32 - 73
20088 A1HE2009%1A318 1 Aug 2008 to 31 Jan 2009 5.35 365 -
2,458 519
() REEB2RRE (iii) Terms of share options at balance sheet date

2003 2002

18 B# ey

171 E5R Exercise period Exercise price  Number  Number
£ ('000) ('000)

2003F8 A1H E2004%F1 ﬁB'I B 1 Aug 2003 to 31 Jan 2004 5.22 - 3
20048 518 E200541AR1H 1 Aug 2004 to 31 Jan 2005 5.40 3,354 3,502
20048 A1 B ZE2005% 1 }5”31 =] 1 Aug 2004 to 31 Jan 2005 6.75 841 1,571
20058 A1 R E2006%1 8318 1 Aug 2005 to 31 Jan 2006 6.03 1,179 2,033
200558 K1 HE2006%1 ﬁ”31 B 1 Aug 2005 to 31 Jan 2006 6.32 200 410
20068 1A ZE2007E1AR1R 1 Aug 2006 to 31 Jan 2007 6.75 102 266
2006E8 A1 8 =2007418B1AR 1 Aug 2006 to 31 Jan 2007 5.35 2,032 -
2007%8 5 1B ZE2008F1 8318 1 Aug 2007 to 31 Jan 2008 6.32 32 69
2008485 18 Z200941 A31E 1 Aug 2008 to 31 Jan 2009 5.35 358 -
8,098 7,854
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37. BERRAZHRM &
(F) BEBERREE &
(M) ERITEZREEFNOT:

37. Stock-based compensation continued

(a) Savings-Related Share Option Plan continued

(iv) Details of share options exercised during the year:

RERR 2003 2002

1768 Proceeds B8 B

FTEEERRS Exercise period Exercise price received Number  Number
£ (£'000) ('000) ('000)

20021418 E2002F12A318 1 Jan 2002 to 31 Dec 2002 5.40 68 - 13
2003F1F1BE2003%12A831H 1 Jan 2003 to 31 Dec 2003 522 14 3 -
20031 81BE2003F128318 1 Jan 2003 to 31 Dec 2003 5.40 90 16 -
2003F1 81 BE2003F12 8318 1 Jan 2003 to 31 Dec 2003 6.75 19 2 -
20031 818BE2003F 128318 1 Jan 2003 to 31 Dec 2003 6.03 2 1 -
2003%F1 818 E2003%F12A318 1 lan 2003 to 31 Dec 2003 6.32 3 1 -
23 13

(Z) TBAR / REBERRETH
TTRABRERRESE BRER-LAN
FRIFETFRY) REREAZRIES T
(BEER 2T -FHUERL) 2RBR
RREFZEHER-BAAPELRBERR
HEZTE FREZARITEEN —RITE
RAOR=ZE+FMRTE 1TEETEEEIX
BEEKF-

() ERBENRBRERBZEHNT:

{b) Executive / Group Share Option Plan

Executive Share Option Plan (for options granted in 1999 and 2000) and Group Share Option

Plan (for options granted in 2001 or after 2001) were issued by the HSBC Holdings plc and

awarded to high performing employees of the Group on a discretionary basis. Options are

granted at market value and are normally exercisable between the third and tenth anniversaries

of the date of grant, subject to vesting conditions. Exercise of the options, is subject to the

attainment of a corporate performance condition.

(i) Movements in the number of share options held by employees are as follows:

2003 2002

RE B

Number Number
('000) ('000)

w—A—8 At 1 January 5,019 4,661
REFERY Granted in the year 1,232 1,100
TEFTE Exercised in the year (936) (656)
R FEIERE Less: Lapsed in the year (76) (86)
B+-—A=+—8 At 31 December 5,239 5,019
R+ AZ+-BHE1TERE 2 RRE Options vested at 31 December 1,825 1,695




RREME &

37. B 28BH &
(Z) THAS I EEEAEKEHE
(2) FREEEL 2 BEE#MAOT:

Notes on the Accounts continued

37. Stock-based compensation continued

(b) Executive / Group Share Option Plan continued

(ii) Details of share options granted during the year, all of which were granted for nil

consideration:

2003 2002
11 fE Lot ARE
FI{E B Exercise period Exercise pricc  Number  Number
f ('000) ('000)
2005£5 8785201265 6B 7 May 2005 to 6 May 2012 8.41 - 1,100
200655328 Z201355518 2 May 2006 to 1 May 2013 6.91 1,232 -
1,232 1,100
(Z)MEEBZRRE (iii) Terms of share options at balance sheet date
2003 2002
1EE BE &34
FT{EERR Exercise period Exercise price  Number  Number
£ ('000) ('000)
2002538298 F2009E3 8288 29 Mar 2002 to 28 Mar 2009 6.38 1,012 1,695
200354 3R Z2010F4 8L A 3 Apr 2003 to 2 Apr 2010 7.46 813 1,082
2004F4F23B E2011F4 /228 23 Apr 2004 to 22 Apr 2011 8.71 1,137 1,158
2004 8KR308ZE201148H 2398 30 Aug 2004 to 29 Aug 2011 8.23 4 3
200565 878 F2012%5 868 7 May 2005 to 6 May 2012 8.41 1,058 1,081
20065 H2BE201355R0 B 2 May 2006 to 1 May 2013 6.9 1,215 -
5,239 5,019
(M) FARITEZRREFFIMT: (iv) Details of share options exercised during the year:
RESE 2003 2002
FT{EE  Proceeds BE e
TR ERRS Exercise period Exercise price received Number  Number
f (£'000) ('000) ('000)
20021818 E2002%128318 1 Jan 2002 to 31 Dec 2002 6.38 4,182 - 656
2002%3F29B8E2009%F3£28R 29 Mar 2002 to 28 Mar 2009 6.38 4,332 679 -
20034838 E2010F4728 3 Apr 2003 to 2 Apr 2010 7.46 1,919 257 -
936 656




37. B A ZEH &

(B) ERERGH B
ERSIROHE S~ AANERTSE
BRBGRD-TREEBEEHESEE
ZHE-AEEESBESERENEES
B ED A ERRENREL BT S
BEC T

37. Stock-based compensation continued

(c) Restricted Share Plan

Conditional awards under the Restricted Share Plan have been in operation since 1996. Vesting
criteria is based on attaining the HSBC Group targets, The amount charged to profit and loss
account represent the Group's share of cost for acquisition of shares for conditional awards

under this scheme and is amortized over the period the performance condition applies.

2003 2002

BE Az &

Number Number

('000) ('000)

~A—H At 1 January 276 203
ERNEM Additions during the year 128 99
B REEEL Less: Released in the year an (26)
B AEEER Less: Lapsed in the year (8) -
RTZAZ+—H At 31 December 379 276
2003 2002

TREERSE Amounts charged to profit and loss account 1 4
BEREBHDHBETEEEBGERNDERME The weighted average purchase price for shares purchased for conditional awards under the

AZBBZNEFIEABA AR —KE
(ZEBZF +HLNEH) -R_TE=F
AT REYERARAARGZ
MEANMTNARE (ZET=F: "B L
HE) -

RIBE=-F+_Az+-BBELRONER
ZNEFHRETEEEAE-MNE(ZEE
ZEZEBRIE)-

Restricted Share Plan is £6.51 {2002: £7.74). The closing price of the HSBC Holdings plc
share at 31 December 2003 was £8.78 (2002: £6.87).

The weighted average remaining vesting period as at 31 December 2003 was 2.40 years
(2002; 2.63 years).




BREMNET & Notes on the Accounts continved

38. BEEE 38. Cross border claims
EEEEDRERRBENER EIFREZE Cross border claims include receivables and loans and advances, balances due from banks and

EHEREEFRE ZB AR EESEME  holdings of certificates of deposit, bills, promissory notes, commercial paper and other
Rl SERES T ARBE DI A & 2 FE5HF negotizble debt instruments and also include accrued interest and overdue interest on these
BEBHRMNAE -FEIERKBRIEHT assets. Claims are classified according to the location of the counterparties after taking into
FEsHE RHRARBBEREETEE  account the transfer of risk. For a claim guaranteed by a party situated in a country different
EERZEBRAMENEERIBHFRE  from the counterparty, the risk will be transferred to the country of the quarantor. For a claim
ZHE BEREBERRAZHAELE-F on the branch of a bank or other financial institution, the risk will be transferred to the country
BRE{TRsRngE I TZEE HRKEedE where its head office is situated. Claims on individual countries or areas, after risk transfer,
%Egﬁﬁﬁﬁﬁﬁﬁﬁﬁﬁz,ﬁ@ﬁ?ﬁﬁf@[ﬁ°1@5:"} amounting to 10% or more of the aggregate cross border claims are shown as follows:
BRAESEEHRAREE B EEEEE

BEES THRULZBEEBEHETIDT:

BERAL
T ERBE
Banks & DEEE
Other Public
: Financial Sector Hit &5
—EE=E ‘ 2003 Institutions Entities Other Total
AREEEREANTAE Asia Pacific excluding Hong Kong
o BN ‘ * Australia 19,251 170 1,362 20,783
s Hfth e Other 23,543 1,377 3,749 28,669
‘ 42,794 1,547 5,111 49,452
el The Americas
s IEX ¢ Canada 17,982 10,527 686 29,195
o Bt » Other 8,051 7.215 9,441 24,707

26,033 17,742 10,127 53,902
Western Europe

* Germany 20,417 863 371 21,651
* United Kingdom 20,378 16 4,091 24,485
¢ Other 54,061 1,601 4,144 59,806

94,856 2,480 8,606 105,942

—ER_F ‘ 2002

TREEETANRAE Asia Pacific excluding Hong Kong

o SEM * Australia 19,259 2,819 2,265 24,343

o Hffh ; * Other 24,228 841 3,175 28,244
43,487 3,660 5440 52,587

=M The Americas

e MIEX * Canada 11,105 7,699 440 19,244

o Hith ‘ s Other 6,136 4,557 7,199 17,892
17,241 12,256 7,639 37,136

EER ‘ Western Europe

o 26 * Germany 21,349 1,312 548 || 23,209

.« ZE | « United Kingdom 22,623 | s051|l 26674

o 21t 1 * Other 47,654 2,557 2,810 || 53,021

91,626 3,869 7,409 102,904




39. THRABHER
BRBEZELTERANE161BHRE  £TTHRA

39. Loans to officers

Particulars of loans to officers of the Bank disclosed pursuant to section 1618 of the Hong

EEFBELHNT: Kong Companies Ordinance:
®+zZA=+—-RH ERERER
BEERZAER ZRBRER
Aggregate amount Maximum aggregate
of relevant loans amount of relevant
outstanding loans outstanding
at 31 December during the year
2003 2002 2003 2002
BEEITHED By the Bank 29 47 68 88
40. BEX AR R 40. Capital adequacy ratios

ERTACHEERFL [RAERMAR
AREFIEIANZAE FRERTAZ T
—AZEHENSRRELRELRNOT:

The Group’s capital adequacy ratios adjusted for market risk at 31 December, calculated in
accordance with the guideline “Maintenance of Adequate Capital Against Market Risk” issued

by the Hong Kong Monetary Authority, are as follows:

2003 2002
ERBEERL= Adjusted total capital ratio 13.2% 14.2%
BHEE—RELLE Adjusted tier 1 capital ratio 11.3% 11.9%

BEEEROTRRAMR=EAGE £58
ARt A=t BZBARRELER:

The Group’s capital adequacy ratios at 31 December, calculated in accordance with the Third

Schedule of the Hong Kong Banking Ordinance, are as follows:

2003 2002
RN Total capital ratio 13.4% 14.2%
E-—REALE Tier 1 capital ratio 11.5% 11.9%

4. RBESLR
BEFTERTRGAMROD LA £

41. Liquidity ratio

The Group’s average liquidity ratio for the year, calculated in accordance with the Fourth

B2 FaRBEelES: Schedule of the Hong Kong Banking Ordinance, is as follows:
2003 2002
FOREEERTERZEENBLF The Bank and its major banking subsidiaries 46.2% 44.4%




BREME 2

8. EPEALZEARS
(F) ERRBATIRESEHBLT
RIBT=EF AEENBREE2ETEBOSE
EREBERANRASEMBA LT LY
X5 EFOERLER AXNRREERE
RUNT RS SRR Y TS B
Felsh BBAEEE R EBEEUELRE
HEBERATRE T ETRERER S,
AEREREELRAT BT ENEREN
PRAABEHEEMES REF-RABE
HBLTREYETERERBRE HRAA
w@gmﬁﬁéﬁwwwﬁzﬁ%ﬁ¢—ﬁm
BRNEFHE X ARG RNBATREER
AREEA A TABMESEHEL TR
BHERHEAEEREEREESER B
25288 HERERKRYUERAT
525 BE

AEEANBLERSMELZ ARIREE
BRECEFRESRRERAGRUIZES
NEEWAT: ‘

Notes on the Accounts continued

42, Material related-party transactions

(a) Immediate holding company and fellow subsidiary companies

In 2003, the Group entered into transactions with its immediate holding company and fellow
subsidiary companies in the ordinary course of its interbank activities including the acceptance
and placement of interbank deposits, correspondent banking transactions and off-balance
sheet transactions. The activities were priced at the relevant market rates at the time of the
transactions. The Group participated, in its ordinary course of business, in certain structured

finance deals arranged by its immediate holding company.

The Group used the |T and shared an automated teller machine network with its immediate
holding company and used certain processing services of a fellow subsidiary on a cost recovery
basis. The Group also maintained a staff retirement benefit scheme for which a fellow subsidiary
company acts as insurer and administrator, and the Bank acted as agent for the marketing of
Mandatary Provident Fund products and distribution of retail investment funds for two fellow
subsidiary companies. The premiums, commissions and other fees on these transactions are

determined on an arm's length basis.

The aggregate amount of income and expenses arising from these transactions during the
year, the balances of amounts due to and from relevant related parties, and the total contract

sum of off-balance sheet transactions at the end of the year are as follows:

2EREZLEE Income and expenses for the year .
£ 8 Group
2003 2002
FEWBA Interest income 195 263
MEXH Interest expense 17 15
Hipg gl A Cther operating income 244 135
BEXH Operating expenses 618 570

RT-=A=+-B&#&

HEBERARRASRNBARENAE
BEREE ZARIIRKEI8[E/ REBE
RATRASENBAR] -TABEERE
FUSMNER ZANSE EEIBSLERA
BIESEZ ERBIET:

Balances at 31 December

Details of balances due from and due to the immediate holding company and fellow subsidiary
companies are set out in note 18 “Amounts due from/to immediate holding company and
fellow subsidiary companies”. Details of contract amount, credit equivalent amount and risk~
weighted amount of off-balance sheet transactions with immediate holding company and

fellow subsidiary companies are set out below:

%£H Group
EEZ el
BESE nNEsE
BHEE Credit Risk-
Contract equivalent weighted
amount amount amount

MERERESL: Interest rate and exchange rate contracts:

“REF=H 2003 35,121 484 97
ZEEC-F 2002 25,558 443 89




2. EBEATZEXARR &

(Z)BERTF

FEELT-HELT -HLEREER R
ZETSFETZACST-BZEBABEE
TTFNERBR(CET £ BE_EBTNEE
T MMBEABRBERRT (BEAR) E
—RECFT-ARARTZHMBLR (B
BABERR) RIBBEIENTAITZAR
REHERBRS AR _BRTHESAT

(A) BRERLF]
R-BE=F BAZHSRERLBESE
BTEARS (RZBRR_FER) -

(T) ZEFTEAE

RIZREZF FHREERDORZ T ETR
ANEREBBEALTEBEAR S (R-FF
ZEERE) -

42. Material related-party transactions continued

(b) Associated companies

The Group maintains an interest-free shareholders’ loan to an associated company. The balance
at 31 December 2003 was HK$229 million (2002: HK$208 million). Prior to Hang Seng Life
Limited (HSLL) becoming a subsidiary (formerly an associated company) of the Bank in November
2002, the agency commission for the marketing of life insurance products paid by HSLL to the
Bank amounted to HK$255 million for 2002.

(c) Ultimate holding company
In 2003, no transaction was conducted with the Bank’s ultimate holding company (same as
2002).

(d) Key management personnel
in 2003, no material transaction was conducted with key management personnel of the Bank

and its holding companies and parties related to them (same as 2002).

43. kBB F
HERFCEFOE UNEAREREZRE
Zhke

43. Comparative figures
Certain comparative figures have been reclassified to conform with the current year’s

presentation.

4. BRERRT)
EABRTZELERRIANEETMZE
BERERDF

44, Ultimate holding company
The ultimate holding company of the Bank is HSBC Holdings plc, which is incorporated in
England.

45. RIFEBR
FEEER-_FZTNE=[-AZEEEH
BRE&EEE-.

45, Approval of accounts
The accounts were approved and authorised for issue by the Board of Directors on 1 March
2004.
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Report of the Auditors

Auditors' Report to the Shareholders of Hang Seng Bank Limited
{incorporated in Hong Kong with limited liability)

We have audited the financial statements on pages 103 to 183 which have been prepared in

accordance with accounting principles generally accepted in Hong Kong.

Respective responsibilities of Directors and Auditors

The Hong Kong Companies Ordinance requires the Directors to prepare financial statements
which give a true and fair view. In preparing financial statements which give a true and fair view,
it is fundamental that appropriate accounting policies are selected and applied consistently, that
judgements and estimates are made which are prudent and reasonable and that the reasons far

any significant departure from applicable accounting standards are stated.

It is our responsibility to form an independent opinion, based on our audit, on those financial
statements and to report our opinion solely to you, as a body, in accordance with section 141 of
the Hong Kong Companies Qrdinance, and for no other purpose. We do not assume responsibility

towards or accept liability to any other person for the contents of this report.

Basis of opinion

We conducted our audit in accordance with Statements of Auditing Standards issued by the
Hong Kong Society of Accountants. An audit includes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the financial statements. It also includes an assessment
of the significant estimates and judgements made by the Directors in the preparation of the
financial statements, and of whether the accounting policies are appropriate to the circumstances

of the Bank and of the Group, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which
we considered necessary in order to provide us with sufficient evidence to give reasonable
assurance as to whether the financial statements are free from material misstatement. In forming
our opinion, we also evaluated the overall adequacy of the presentation of information in the

financial statements. We believe that our audit provides a reasonable basis for our opinion.

Opinion
In our opinion, the financial statements give a true and fair view of the state of affairs of the Bank and
of the Group as at 31 December 2003 and of the Group's profit and cash flows for the year then

ended and have been properly prepared in accordance with the Hong Kong Companies Ordinance.

KPMG
Certified Public Accountants
Hong Kong, 1 March 2004




BERER D

Analysis of Shareholders

A SREESAEIREZRS
Shareholders Shares of HK$5 each
HREBESL BB(EE) GHRBEHL
88 Percentage of Number in  Percentage of
—¥E=F+ZAZ+-E At 31 December 2003 Number total millions total
FERE } Number of Shares Held

1-500 1-500 5712 30.70 1.3 0.07
501 - 2,000 501 - 2,000 6,061 32.58 7.4 0.39
2,001 - 5,000 2,001 - 5,000 3,262 17.53 11.0 0.58
5,001 - 20,000 5,001 - 20,000 2,663 14.31 27.3 1.43
20,001 - 50,000 20,001 - 50,000 581 3.12 18.0 0.94
50,001 - 100,000 50,001 - 100,000 166 0.89 12.1 0.63
100,001 - 200,000 100,001 - 200,000 83 0.45 11.8 0.61
88 200,000 Over 200,000 78 0.42 1,822.9 95.35
18,606 100.00 1,911.8 100.00

WESH Geographical Distribution
BB Hong Kong 18,197 97.80 1,908.8 99.84
R E Malaysia 91 0.49 0.7 0.03
ongg Singapore 53 0.28 0.9 0.04
HEPI Macau 42 0.23 0.2 0.01
meEx Canada 61 0.33 0.3 0.02
HE United Kingdom 48 0.26 0.1 0.01
e United States of America 47 0.25 0.3 0.02
B Australia 42 0.23 0.3 0.02
EftbE Others 25 0.13 0.2 0.01
18,606 100.00 1911.8 100.00




MEAT Subsidiaries

REBERBERDA Bankers Alliance Insurance Company Limited
Beautiful Fountain Investment Company Limited Beautiful Fountain Investment Company Limited
EEEREBRLFE Cheer Free Investments Limited
BETLEERLT Fulcher Enterprises Company Limited
EEREERDF Full Wealth Investment Limited

BEFER AR Hang Che Lee Company, Limited
EEEEER (LA)BRAF Hang Seng Asset Management Pte Ltd
BERT (BEBE)BRAT) Hang Seng Bank (Bahamas) Limited
BERITEXERQA : Hang Seng Bank (Trustee) Limited
BAEFTER (BRE) GRAF Hang Seng Bank Trustee (Bahamas) Limited
BEEEERAE Hang Seng Bullion Company Limited
BETRERLF Hang Seng Credit Limited
BEER(BBRE)ERAT) Hang Seng Credit (Bahamas) Limited
EBEERBEERAT Hang Seng Credit Card Limited
BEBARBERAE Hang Seng Data Services Limited
BEFBBERAT Hang Seng Finance Limited

L% (BRE) BRAF Hang Seng Finance (Bahamas) Limited
BEREERERLE Hang Seng Financial Information Limited
BEBREERAE Hang Seng Futures Limited

BERBER A Hang Seng Insurance Company Limited
BERR (BBE) ERAF Hang Seng Insurance (Bahamas) Limited
BEEREEBARAT Hang Seng Investment Management Limited
BEREREER LA Hang Seng Investment Services Limited
EEARRRERAT Kang Seng Life Limited
BEREA)ERAR Hang Seng (Nominee) Limited
BENEERERLE Hang Seng Real Estate Management Limited
EERZERERAF Hang Seng Security Management Limited
BEELFBER LA Hang Seng Securities Limited

EIEF| 5 PR 2 5 Hang Shun Lee Company, Limited
BAEEBRERER LA Haseba International Management Limited
BEREFRDTA Haseba Investment Company Limited
Hayden Lake Limited Hayden Lake Limited

AEREBRLA High Time Investments Limited
BEEEREERAR HSI International Limited

BEREERAF HSI Services Limited

Imenson Limited Imenson Limited

THBRERR LT Mightyway Investments Limited
KEBEERDAF Perpetual Publicity Limited

Silver Jubilee Limited Silver Jubilee Limited

IIEHEEERRA Wide Cheer Investment Limited

BEBRARLDT Yan Nin Development Company Limited
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ERBER
BEREEHEPNTZR
F:E:(852) 2198 1111

B X {EE :(852) 2868 4047
E&REH 7331173323
BIRBBE M HASE HK HH
4k http://www.hangseng.com

Registered Office

83 Des Voeux Road Central, Hong Kong
Telephone: (852) 2198 1111

Facsimile: (852) 2868 4047

Telex: 73311 73323

SWIFT: HASE HK HH

Website: http://www.hangseng.com

ROBRE
EEPRESBLERDA
BREFERRER-N\ZH
BMFLTARB-NE-ERE

Registrars

Computershare Hong Kong Investor Services Limited
Rooms 1901-5, Hopewell Centre, 19th Floor

183 Queen’s Road East, Wanchai, Hong Kong

ZEEAESTER

The Bank of New York (4#£8817)
American Depositary Receipts
101 Barclay Street, 22W

New York NY 10286, USA

@By http://www.adrbny.com

B #:shareowners@bankofny.com
(ERBREBELE) 0 1-888-269-2377

Depositary

The Bank of New York

American Depositary Receipts

101 Barclay Street, 22W

New York NY 10286, USA
Website: http://www.adrbny.com
Email: shareowners@bankofny.com

(Toll free). 1-888-269-2377
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Corporate Information and Calendar continued

BRX CALENDAR

CES-F2EEE ‘ 2003 Full Year Results

AHBYE —EENF=/—8 Announcement date 1 March 2004
—BE=EEH : 2003 Annual Report
RIBENFEZATEHETEIRER posted to shareholders in late March 2004
BERBFEE : Annual General Meeting

BR-FEWEMA =+ =R BH

to be held on 22 April 2004

—eEcEE-RaERE
AMEEE ~ETME=f—8
FEAY —TEMESA-+ER

2003 Third Interim Dividend*
1 March 2004
25 March 2004

Announcement date
Payment date

“EROERHRER : 2004 Half Year Results

AEE —TEOENAZS Announcement date 2 August 2004
—EENEFHEHE | 2004 Interim Report
RIERWNFNATEHTEZRE to be posted to shareholders in late August 2004
CEEMFEEZAE: Proposed dates for 2004:

—PEMEERPERE
AMEBS —TEMERAMA
FHEY —TEREAANA

2004 First Interim Dividend
Announcement date 4 May 2004

Payment date 8 June 2004

—EEmEE-RTERE
AHBRE —EENENRZR
EREE —EENEAR=R

2004 Second Interim Dividend
Announcement date 2 August 2004

Payment date 2 September 2004

—RPMEEIRTHRE
MBS —EENE+—AND
EREH —SFEE—AHE

2004 Third Interim Dividend
Announcement date 8 November 2004
Payment date 5 January 2005

“EETMEEFEE 2004 Full Year Results
opEE —ERRF_A-TAE Announcement date 28 February 2005
“EZNFEENARARE 2004 Fourth Interim Dividend

LHEE —EERE-_F=+N\B
EEBH —TERAF=A=-+WEB

Announcement date 28 February 2005
Payment date 24 March 2005

* RITHR ZEEMES B+ E (BE=) EEFERGBAEEE
B BERIBEEZNTERE RHBFXHEREBRE HAR
SETWNESA+AA(BES) TROES e #EEEEFEE
ABR-NZGEAPL+HB—+—ZE—+—NELTRIHES
B EEPRESBEERAE HEBFFR ESRPHREBR
CEEMES -+ EA (BN R -EENEZA++H (8
=) BERRERBNBLZBA-

*The Register of Shareholders of the Bank will be closed on Wednesday,
17 March 2004, during which no transfer of shares can be registered.
To qualify for the third interim dividend, all transfers, accompanied
by the relevant share certificates, must be lodged with the Bank's
Registrars, Computershare Hong Kong Investor Services Limited, Shops
1712-1716, 17th Floor, Hopewell Centre, 183 Queen's Road East,
Wanchai, Hong Kong, for registration not later than 4:00 pm on
Tuesday, 16 March 2004. The third interim dividend will be payable
on Thursday, 25 March 2004 to shareholders on the Register of
Shareholders of the Bank on Wednesday, 17 March 2004.




THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt as to any aspect of this circular or as to the action you should take,
you should consult your stockbroker or other registered dealer in securities, a bank
manager, solicitor, professional accountant or other professional adviser.

If you have sold all your shares in Hang Seng Bank Limited, you should at once hand this
circular. to the purchaser or to the bank, stockbroker or other agent through whom the

sale was effected for transmission to the purchaser.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this
circular, makes no representation as to its accuracy or completeness and expressly
disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon

the whole or any part of the contents of this circular.

HANG SENG BANK

=
I
PROPOSALS RELATING TO GENERAL MANDATES A
TO ISSUE SHARES AND TO REPURCHASE SHARES =
P
AND I

NOTICE OF ANNUAL GENERAL MEETING

Hang Seng Bank Limited

(Incorporated in Hong Kong with limited liability)

The notice convening an Annual General Meeting of Hang Seng Bank Limited (the
“Bank"”) to be held on Thursday, 22 April 2004 at 3:30 pm, at which, among others, the
proposals relating to general mandates to issue shares and repurchase shares of the Bank

will be considered, is set out on pages 6 to 8 of this circular.
The action to be taken by shareholders is set out on page 2 of this circular. Whether or not
you propose to attend the Annual General Meeting you are requested to complete and
return the form of proxy as instructed as soon as possible and in any event not less than
48 hours before the time appointed for holding the Annual General Meeting.
18 March 2004
Member HSBC Group




HANG SENG BANK LIMITED

(Incorporated in Hong Kong with limited liability)

Directors: . Registered Office:
The Honourable Lee Quo-Wei GBM, Jp, ' 83 Des Voeux Road Central
Honorary Chairman Hong Kong

Mr D G Eldon Jp, Chairman

Mr Vincent H C Cheng OBE, Jp, Vice-Chairman
Mr John C C Chan GBS, JP*

Dr Y T Cheng DPMS, DBA(Hon), LLD(Hon), D5Sc(Hon)*
Mr S J Glass

Dr Ho Tim Chev Leg d'Hon, JP, DSSc(Hon), DBA(Hon), LLD(Hon)
Mr Jenkin Hui*

Mr Peter T C Lee JpP*

Dr the Hon Eric K C Li FHKSA, GBS, OBE, JP*

Dr Vincent H S Lo GBS, JP

Mr Roger K H Luk Jp

Mr W K Mok FCCA, AHKSA, ACIS, ACIB

Mr Raymond C F Or

Dr David W K Sin DSSc(Hon)*

Mr Richard Y S Tang MBA, BBS, JP*

* Independent non-executive Directors

18 March 2004
To the Shareholders
Dear Sir or Madam

PROPOSALS RELATING TO GENERAL MANDATES
TO ISSUE SHARES AND TO REPURCHASE SHARES
AND
NOTICE OF ANNUAL GENERAL MEETING

INTRODUCTION

The purpose of this circular is to seek your approval of proposals to grant general
mandates to issue shares and to repurchase shares and to provide you with information
in connection with such proposals. Your approval will be sought at the Annual General
Meeting of the Bank to be held on 22 April 2004.

GENERAL MANDATES TO ISSUE SHARES AND TO REPURCHASE SHARES

At the Annual General Meeting of the Bank held on 22 April 2003, ordinary resolutions
were passed giving general mandates to the Directors (i) to repurchase shares of the Bank
on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) of up to 10 per cent.
of the aggregate nominal amount of the issued share capital of the Bank as at 22 April
2003; and (ii) to allot, issue and otherwise deal with additional shares up to a limit equal




to (a) 10 per cent of the aggregate.nominal amount of the shares of the Bank in issue as
at 22 April 2003, plus (b) (authorised by a separate ordinary resolution as required by the
Rules Governing the Listing of Securities on the Stock Exchange (the “Listing Rules”)) the
nominal amount of any shares repurchased by the Bank pursuant to the mandate referred
to in (i) above. No shares have been repurchased and no shares have been allotted, issued
or otherwise dealt with pursuant to these mandates.

Under the terms of the Companies Ordinance (Cap 32) (the “Companies Ordinance”) and
the Listing Rules, these general mandates will lapse upon the conclusion of the
forthcoming Annual General Meeting of the Bank to be held on 22 April 2004, unless
renewed at that meeting.

In line with HSBC Group practice, resolutions will be proposed at the Annual General
Meeting of the Bank for 2004 to give general mandates to the Directors (i) to repurchase
shares of the Bank on the Stock Exchange of up to 10 per cent of the aggregate nominal
amount of the issued share capital of the Bank; and (ii) to allot, issue and otherwise deal
with additional shares up to a limit equal to 20 per cent (or 5 per cent for shares to be
allotted wholly for cash) of the aggregate nominal amount of the issued share capital of
the Bank. An explanatory statement giving certain information regarding the repurchase
resolution as required under the Listing Rules is set out in the appendix to this circular.

ACTION TO BE TAKEN

A notice of the Annual General Meeting of the Bank for 2004 is set out on pages 6 to 8
of this circular. At the Annual General Meeting, ordinary resolutions, among others, will
be proposed to:

(a) grant the Directors a general mandate to allot, issue and deal with additional shares
up to an aggregate nominal amount not exceeding 20 per cent of the aggregate
nominal amount of the issued share capital of the Bank as at the date of the
resolution provided that the additional shares to be allotted by the Directors
pursuant to this mandate wholly for cash shall not in aggregate exceed 5 per cent of
the issued share capital; and

(b) grant the Directors a general mandate to repurchase on the Stock Exchange shares
representing up to 10 per cent of the aggregate nominal amount of the issued share
capital iof the Bank as at the date of the resolution (the “Repurchase Mandate”).

Enclosed with the Annual Report and Accounts for the year ended 31 December 2003 is
a form of proxy for use at the Annual General Meeting. Whether or not you intend to
attend the Annual General Meeting, you are requested to complete the form of proxy and
return it to the Company Secretary Department, Hang Seng Bank Limited, at 83 Des Voeux
Road Central, Hong Kong so as to be received not less than 48 hours before the time
appointed for holding of the Annual General Meeting. The return of a form of proxy will
not preclude a shareholder from attending and voting in person.




RECOMMENDATION

The Directors believe that the proposed generali mandate to issue shares of the Bank and
the Repurchase Mandate are in the best interests of the Bank as well as its shareholders,
Accordingly, the Directors recommend that all shareholders vote in favour of the
resolutions to be proposed at the Annual General Meeting.

Yours faithfully

Foo

David Eldon
Chairman




APPENDIX 4 .. EXPLANATORY STATEMENT

The Appendix serves as an explanatory statement, as required by the Listing Rules, and
also a memorandum of the terms of a proposed purchase, as required by section
49BA(3)(b) of the Companies Ordinance, to provide information to you with regard to the
Repurchase Mandate.

1.  SHARE CAPITAL

As at 16 March 2004 (the latest practicable date prior to the printing of this circular),
the issued share capital of the Bank comprised 1,911,842,736 shares of HK$5 each
(the “Shares”). Subject to the passing of the necessary ordinary resolution and on the
basis that no further Shares are issued or repurchased prior to the Annual General
Meeting, exercise in full of the Repurchase Mandate could accordingly result in up to
191,184,273 Shares being repurchased by the Bank during the course of the period
prior to the next annual general meeting to be held in 2005.

2. REASONS FOR REPURCHASES

The Directors believe that it is in the best interests of the Bank and its shareholders
to have a general authority from shareholders to enable the Directors to repurchase
Shares in the market. Such repurchases may, depending on market conditions and
funding arrangements at the time, lead to an enhancement of the net asset value of
the Bank and/or net assets per Share and/or its earnings per Share and will only be
made when the Directors believe that such repurchases will benefit the Bank and its
shareholders.

3. FUNDING OF REPURCHASES

Repurchases of Shares will be funded entirely from the Bank’s available cash flow or
working capital facilities, and will, in any event, be made out of funds legally
available for the purchase in accordance with the Memorandum and Articles of
Association of the Bank and the applicable laws of Hong Kong.

The Directors do not propose to exercise the Repurchase Mandate to such an extent
as would, in the circumstances, have a material adverse effect on the working capital
requirements of the Bank or the gearing levels which in the opinion of the Directors
are from time to time appropriate for the Bank. However, there might be a material
adverse effect on the working capital requirements or gearing levels of the Bank (as
compared with the position disclosed in the audited accounts contained in the
Annual Report for the year ended 31 December 2003) in the event that the
Repurchase Mandate is exercised in full at any time.

4. GENERAL

None of the Directors or, to the best of their knowledge having made all reasonable
enquiriles, any of their associates, have any present intention to sell any Shares to the
Bank if the Repurchase Mandate is approved by shareholders.

The Directors have undertaken to the Stock Exchange that, so far as the same may be
applicable, they will only exercise the Repurchase Mandate in accordance with the
Listing Rules and the applicable laws of Hong Kong.




APPENDIX o 'EXPLANATORY STATEMENT

The Directors are not aware of any consequences which could arise under the Hong
Kong Code on Takeovers and Mergers (the “Takeover Code”) as a consequence of any
repurchases pursuant to the Repurchase Mandate. As at 16 March 2004 (the latest
practicable date prior to the printing of this circular), The Hongkong and Shanghai
Banking Corporation Limited beneficially owned Shares representing 62.14 per cent
of the issued share capital of the Bank. If the Directors were to exercise the
Repurchase Mandate in full, such Shares would represent approximately 69.05 per
cent of the issued share capital of the Bank. Such an increase would not give rise to
an obligation to make a mandatory offer under Rule 26 of the Takeover Code.

No purchase has been made by the Bank of its Shares in the six months prior to the
date of this circular (whether on the Stock Exchange or otherwise).

The Hongkong and Shanghai Banking Corporation Limited, the immediate holding
company of the Bank, has undertaken not to sell any Shares to the Bank under the
Repurchase Mandate if the Repurchase Mandate is approved by shareholders and
exercised by the Directors. Save as aforesaid, no connected person (as defined in the
Listing Rules) has notified the Bank that he or she has a present intention to sell
Shares to the Bank, or has undertaken not to sell any Shares to the Bank, if the
Repurchase Mandate is approved by shareholders.

SHARE PRICES

The highest and lowest prices at which the Shares have traded on the Stock Exchange
during each of the previous twelve months were as follows:

Highest Lowest

HK$ HK$

March 2003 86.00 79.25
April 2003 80.75 75.00
May 2003 83.50 77.25
June 2003 85.50 82.25
July 2003 84.75 82.00
August 2003 88.75 83.50
September 2003 97.00 86.50
October 2003 100.50 94.50
November 2003 100.00 96.25
December 2003 104.00 98.00
January 2004 108.00 101.50
February 2004 111.50 102.00




NOTICE OF ANNUAL GENERAL MEETING

Notice is hereby given that the Annual General Meeting of the Shareholders of the Bank
will be held at the Penthouse of Hang Seng Bank Headquarters, 83 Des Voeux Road
Central, Level 24, Hong Kong on Thursday, 22 April 2004 at 3:30 pm to transact the
following ordinary business:

(1) to receive and consider the Statement of Accounts and the Reports of the Directors
and of the Auditors for the year ended 31 December 2003;

(2) to elect Directors;
(3) to reappoint the Auditors and to authorise the Directors to fix their remuneration;

and, by way of special business, to consider and, if thought fit, pass the following
Resolutions:

AS ORDINARY RESOLUTIONS

(4) THAT Mr Simon Jeremy GLASS be and is hereby appointed a Managing Director of the
Company;

(5) THAT

(a) subject to paragraph (b) below, the exercise by the Directors of the Company
during the Relevant Period of all the powers of the Company to purchase shares
of the Company be and is hereby generally and unconditionally approved;

(b) the aggregate nominal amount of shares which may be purchased on The Stock
Exchange of Hong Kong Limited or any other stock exchange recognised for this
purpose by the Securities and Futures Commission of Hong Kong and The Stock
Exchange of Hong Kong Limited under the Hong Kong Code on Share
Repurchases pursuant to the approval in paragraph (a) above shall not exceed 10
per cent of the aggregate nominal amount of the share capital of the Company
in lissue at the date of passing this Resolution, and the said approval shall be
limited accordingly;

(¢) for the purpose of this Resolution “Relevant Period” means the period from the
passing of this Resolution until whichever is the earlier of:

(i) the conclusion of the next Annual General Meeting of the Company;

(ii): the expiration of the period within which the next Annual General Meeting
of the Company is required by the Companies Ordinance to be held; and

(iii) the revocation or variation of the authority given under this Resolution by
ordinary resolution of the shareholders in general meeting; and




(6)

NOTICE OF ANNUAL GENERAL MEETING

THAT

(a)

(b)

(9]

(d)

subject to paragraph (c) below, pursuant to Section 57B of the Companies
Ordinance, the exercise by the Directors of the Company during the Relevant
Period of all the powers of the Company to atlot, issue and deal with additional
shares in the capital of the Company and to make or grant offers, agreements
and options which might require the exercise of such power be and is hereby
generally and unconditionally approved;

the approval in paragraph (a) shall authorise the Directors of the Company
during the Relevant Period to make or grant offers, agreements and options
which might require the exercise of such power after the end of the Relevant
Period;

the aggregate nominal amount of share capital allotted or agreed conditionally
or unconditionally to be allotted (whether pursuant to an option or otherwise)
by the Directors of the Company pursuant to the approval in paragraph (a),
otherwise than pursuant to (i) a Rights Issue, (ii) the exercise of rights of
subscription or conversion under the terms of any warrants issued by the
Company or any securities which are convertible into shares of the Company, (iii)
any option scheme or similar arrangement for the time being adopted for the
grant or issue to officers and/or employees of the Company and/or any of its
subsidiaries of shares or rights to acquire shares of the Company or (iv) any scrip
dividend or similar arrangement providing for the allotment of shares in lieu of
the whole or part of a dividend on shares of the Company in accordance with the
Articles of Association of the Company, shall not exceed, where the shares are
to be allotted wholly for cash, 5 per cent and in any event 20 per cent of the
aggregate nominal amount of the share capital of the Company in issue at the
date of passing this Resolution and the said approval shall be limited
accordingly; and

for the purposes of this Resolution:

“Relevant Period” means the period from the passing of this Resolution until
whichever is the earlier of:

(i) the conclusion of the next Annual General Meeting of the Company;

(ii) the expiration of the period within which the next Annual General Meeting
of the Company is required by the Companies Ordinance to be held; and

(iii) the revocation or variation of the approval given by this Resolution by
ordinary resolution of the shareholders in general meeting; and

“Rights Issue” means an offer of shares open for a period fixed by the Directors
of the Company to holders of shares of the Company or any class thereof on the
register on a fixed record date in proportion to their then holdings of such
shares or class thereof (subject to such exclusion or other arrangements as the
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Directors of the Company may deem necessar‘y or expedient in relation to
fractional entitlements or having regard to any restrictions or obligations under
the laws of, or the requirements of any recognised regulatory body or any stock
exchange in, any territory outside Hong Kong).

By Order of the Board

K W Ma
Secretary

Hong Kong, 1 March 2004

Notes:

1. A shareholder entitled to attend and vote at the Meeting is entitled to appoint one or more
proxies to attend and (on a poll) vote instead of the shareholder; a proxy need not also be a
sharehoider of the Bank.

2. The Directors of the Company have declared a third interim dividend of HK$1.80 per share. The
Register of Shareholders of the Bank will be closed on Wednesday, 17 March 2004, during
which no transfer of shares can be registered. To qualify for the third interim dividend, all
transfers, accompanied by the relevant share certificates, must be lodged with the Bank’s
Registrars, Computershare Hong Kong Investor Services Limited, Shops 1712-1716, 17th Floor,
Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong, for registration not later than
4:00 pm on Tuesday, 16 March 2004. The third interim dividend will be payable on Thursday,
25 March 2004 to shareholders on the Register of Shareholders of the Bank on Wednesday, 17
March 2004.

3 The proposed appointment of Mr Simon Jeremy Glass as a Managing Director of the Company
is to fill the vacancy occasioned by the resignation of Mr Simon Christopher Penney as a
Managing Director with effect from 23 April 2003 consequent upon his appointment as Senior
Executive Vice President and Chief Financial Officer of HSBC North America.
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